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SOME ASPECTS OF THE VALUATION OF 
PRIVATE PROPERTY FOR PUBLIC USES 


By WILLIAM L. RANSOM? 


the post-war period has brought 

to the law and to public admin- 
istration comes from the increased ne- 
cessity for valuing private property 
devoted to public use.? There was a 
time, not many years ago, when the 
direct processes of negotiation and sale 
embodied the common method of ascer- 


O%r of the many challenges which 


*EpiToRIAL Note: This is the first of two articles 
by Judge Ransom on the subject of public utility 
valuation. The second article, which will appear 
in the next issue of the JouURNAL, discusses improve- 
ments in the procedure and point of view of valu- 
ation. 


Although this article has not been prepared for 
the purpose of making a special plea or argument, 
its trend and tenor may be deemed such that I 
ought to say a prefatory word by way of confession 
or warning: I have had the opportunity of dealing 
with questions of valuation from several angles of 
public and private relationship. At the present 
time, I am dealing with them, day by day, as coun- 
sel for the owners of important properties, This 
is a field in which principles of economics and 
public policy have been mixed inextricably with 
law—a field in which I have always believed that 


taining the value of private property 
taken for public purposes. If a munici- 
pality wished to acquire a water system 
or other property under private owner- 
ship, its representatives commonly sat 
around a table with representatives of 
the owners, canvassed the facts, and 
finally made a business man’s agreement 
as to price. The taking of the property 


no one has a private interest which is opposed to 
the public interest, if both are soundly conceived. 
My contentions in behalf of clients are presented 
before courts and commissions, and nowhere else; 
I would not intentionally use the pages of the 
JOURNAL to support any contentions which seemed 
to me at variance with a sound development of the 
law, procedure, and public policy on this subject. 
At the same time, I realize that I am never far 
from the atmosphere of advocacy and argument as 
to these topics, and I may not have that detached 
point of view and balanced judgment which should 
characterize the publications of this Institute. So 
I discuss this subject with some diffidence, and 
undertake no more than to present certain practical 
aspects of the matter for consideration. Any views 
expressed in this article are my own, and not those 
of any client or organization. 


FCONOMICS | PUBLIC] 
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was direct, physical, and complete; and 
even when the minds of buyer and seller 
failed to meet on a sum to be paid by 
agreement, the resultant valuation in 
condemnation proceedings was con- 
cerned with the sum to be paid as com- 
pensation for a direct and physical 
taking over of the property by the gov- 
ernment itself, to be used thereafter in 
fulfilling what were deemed to be gov- 
ernmental functions. 

The instances in which private prop- 
erty was thus acquired by governmental 
agencies were not numerous; the in- 
stances in which such acquisition in- 
volved a judicial ascertainment of value, 
in lieu of negotiation and agreement on 
purchase price, were still fewer; and the 
scope of governmental activities was 
such that only a few types of projects 
and properties were thus subjected to 
involuntary, but direct and physical, ap- 
propriation for public ends. 

Parenthetically, it may be pointed out 
that the circumstances of such direct and 
physical takings of going private plants 
gave obvious pertinence to certain fac- 
tors affecting or controlling the price to 
be paid, whether determined through 
negotiation or judicial proceedings: 

1. A municipality wished to own and 
operate, for example, a system of water 
supply within its limits. What could the 
municipality afford to pay for the exist- 
ing plant and distribution system? At 
least what it would cost the municipality, 
at the time of the taking over, to build a 
like property and develop it to like ef- 
ficiency as an operating concern. 

2. If an individual or a corporation 
owned a productive property and it was 
to be taken outright for public uses, law 
and constitutional right ran parallel 
with common sense in determining that 
the value placed upon property of a 
private owner could not be made to de- 
pend on when he bought or built it or 


how much it cost him, unless, perchance, 
he built or bought it so recently as to 
give rise to presumptions that its cost 
would be about the same at the time of 
the public taking. The thing for which 
compensation had to be determined and 
paid was the property, not the invest- 
ment, and the value sought was the 
equivalent of the property at the time 
of the taking, not its cost at some earlier 
date. 

3. Down to 1914, the trend of costs 
showed no sharp variation upward, 
so that the replacement cost of the 
physical property in an existing plant 
could often be estimated to be, if 
anything, a little less than the actual 
original investment. A governmental 
entity could well afford to pay for an 
existing property the cost of building 
one which would give neither better nor 
worse service than the existing property; 
but the computations as to the replace- 
ment cost of such a plant were almost 
always introduced into the proceedings 
by the representatives of the public, who 
sought a weapon to compel sale at less 
than the actual investment. 

Many of the legal and economic con- 
cepts of valuation thus had their origin 
in determinations as to the sums to be 
paid for “takings” which were direct, 
physical, and complete. 


The Newer Forms of “Taking” Private 
Property for Public Use 


Even before the World War, the 
broadening scope of governmental 
activities and acquisitions had become a 
capital fact, and there had also arisen 
a multiplying number of instances in 
which private property was effectually 
taken for public uses, without any trans- 
fer of title or change in possession. In 
fact, this development of an indirect, 
intangible taking, without disturbance 
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of ownership, has been deemed a char- 
acteristic outgrowth of the American 
concept of the relationship of govern- 
ment to industry. Private ownership 
and operation, under plenary regulation 
and control by public agencies, have gen- 
erally been deemed preferable to gov- 
ernmental acquisition and operation; 
and the political ascendancy has re- 
mained in the hands of those who ac- 
complish no wholesale superseding of 
private with public ownership and oper- 
ation. 

During the World War, the govern- 
ment multiplied greatly the number and 
the kinds of industries which it directly 
operated, and multiplied still more the 
industries which it regulated and con- 
trolled. What was done in that emer- 
gency has never been wholly undone. 
Private property in a widening number 
of industries has been stamped as af- 
fected with a public interest and has 
been conscripted for public uses; regula- 
tion and supervision have been pushed 
over. into new fields and at times into 
unheralded extremes; but the forms of 
private ownership have generally re- 
mained undisturbed, and counsel for the 
private owners have been left to devise 
expedients to insure that these new and 
intangible takings shall not inflict con- 
fiscation. 


New and Unexpected Analogies on 
Valuation Problems 


One can readily make one’s own list 
of the industries into which the long 
arm of government has recently gone in 
some of our states, in the form of state 
and municipal control of rates, rents, 
and prices. This has brought some novel 
problems of valuation, and has thrown 
new and unexpected light on old prob- 
lems. To illustrate: A great many 
thoughtful people were nearly or quite 


convinced that railway companies should 
accept and be satisfied with a fair re- 
turn upon the amount of the actual 
investment in their properties. Per- 
suasive arguments of relative conve- 
nience and public policy were erected to 
justify the extension of this concept to 
all private property devoted to the pub- 
lic service. The progress which this 
principle seemed to be making toward 
considerable public acceptance was some- 
what interrupted when the doctrine of 
Munn v. IIllinois* was extended to ordi- 
nary residential property by “reason- 
able rent” laws, operative first in the 
emergency due to war but continued and 
upheld as within legislative discretion 
in times of peace.* 

In New York State, under Chapter 
944 of the Laws of 1920, the ordi- 
nary rights of the landlord as to a tenant 
remaining in possession after the expira- 
tion of his lease were and are still sus- 
pended, and the landlord is given the 
right to bring an action to recover a fair 
and reasonable rent for the premises 
while in the possession of the tenant. 


The Ascertainment of Present Value 
Under the “Rent Laws” 


Determination of the number of dol- 
lars which shall represent a “fair and 
reasonable rent” for a piece of resi- 
dential real estate, under private owner- 
ship, requires a determination as to the 
reasonable operating expenses and also 
as to the sum on which the owner of 
the property shall be allowed to earn a 
return, just as determination of a fair 
and reasonable rate for electricity in- 
volves a determination as to the com- 
pany’s reasonable operating expenses 


94 U. S. 113. 


‘Block v. Hirsh, 256 U. S. 135; Marcus Brown 
Co. v. Feldman, 256 U. S. 170; Willson v. McDon- 
nell, 265 Fed. 432; 257 U. S. 66s. 
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and as to the amount, in dollars, which 
shall be taken as the value of the prop- 
erty used in furnishing that service, and, 
therefore, as the sum on which the reve- 
nues shall yield a fair return, over and 
above operating expenses. 

The analogy between the rent laws 
and rate regulations lies further in the 
fact that the rent laws regulate the 
rates or payments to be made for the 
use of a species of property historically 
regarded as private and free from rate- 
regulatory intrusion. The analogy is 
made still closer by the fact that the 
rent laws were in part predicated and 
upheld on the ground of the absence of 
competitive conditions. For example, 
Chapter 136 of the Laws of 1920 in 
New York State, commonly referred to 
as its Emergency Housing Act, recited 
as a basis for its enactment the “‘stress 
of prevailing conditions whereby the 
freedom of contract has been impaired.” 

So the computation of “fair and rea- 
sonable rents” for residential properties 
brought to the courts a whole new flock 
of valuation problems. I may refer 
briefly and illustratively to some of 
these, because it has seemed to me that 
a good many of the difficulties which 
have appeared to surround the valuation 
of railway and public utility properties 
have been due to the “atmosphere” 
which has been developed by political 
agitation and political sophistry about 
them, and that a clearer understanding 
can be gained if illustrations are taken 
from other types of property, whether 
or not devoted to public uses. 

If Mr. X owns today a well-main- 
tained apartment house which it cost 
some one $1,000,000 to build in 1916, 
but for which Mr. X paid $2,000,000 
in 1919, who would suggest that the 
present value of the building is, of neces- 
sity, either $1,000,000 or $2,000,000. 
Let us take illustratively, under the rent 


laws, two apartment houses of like con- 
struction, location, and capacity: 


HouseA House B 
Year built ..... 1916 1923 
Cost to build (including 
preparation of plans, 
construction supervision, 
financing of first mort- 
gage and other loans, 
interest and taxes dur- 
ing construction, and so 
$1,000,000 $1,750,000 
Cost of advertising, com- 
missions and concessions 
to secure tenants, va- 
cancies after construction 
and before normal rent- 


ing, and so forth...... 100,000 
Builder sold the property 

Present owner paid for 

the property .......... 1,750,000 2,000,000 
Present replacement cost 

of the property........ 2,225,000 2,225,000 


Is each landlord to be allowed a re- 
turn on no more than the original cost of 
his property; namely, on $1,000,000, as 
to House A, and on $1,750,000, as to 
House B? Or is the owner of House A 
to get a return on the $1,750,000 he 
paid for the property, and is the owner 
of House B to get a return on the 
$2,000,000 he paid for that building, 
although the two buildings possess like 
capacity and would cost equal sums to 
replace? Were the tenants of House 
A and of House B to pay widely dif- 
ferent rentals, because of fortuitous cir- 
cumstances of different dates of pur- 
chase by present owners or different 
dates of original construction? Were 
the owners of the two houses to be com- 
pelled to let like apartments for widely 
different rentals, because of any such 
circumstances; or was each owner to be 
held entitled to charge rentals yielding 
to him, over and above operating ex- 
penses, a fair return on the present 
value of his building—a present value 
determined from all pertinent factors, 
but with proper weight to be given to 
the fact, in valuing House A and House 
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B, that neither could be reproduced to- 
day for less than $2,225,000? 

At least at this juncture, I am not 
arguing as to what bases of valuation 
should have been adopted, in determin- 
ing the values of the properties owned 
by our very numerous landlords. I am 
pointing out that the whole subject 
seemed to take on new and unexplored 
aspects when related to private prop- 
erty other than that of a railway, gas, 
or electric corporation. The need for 
valuing land and buildings under a new 
and intangible “taking” brought a sharp 
challenge to both the “original cost” and 
the ‘“‘actual investment” theories of 
valuation. 

It was at first urged, as it has always 
been urged with respect to public util- 
ities, that each landlord should be al- 
lowed to earn on the original cost to 
build his property, but no more, irre- 
spective of what he paid for the prop- 
erty. This was deemed to produce 
shocking inequalities between landlords. 
Judge Guy, in the First Department 
Appellate Term (New York), said that 
the landlord was to be allowed a return 
on his actual investment, and that proof 
of present market value or present re- 
placement cost was incompetent.’ This 
was deemed to produce unjust discrimi- 
nation between landlords, and to make 
their rents and revenues depend on 
fortuitous circumstances as to dates of 
purchase. This standard was also de- 
nounced by tenants’ organizations as 
fastening upon them the high prices paid 
for residential properties, during the 
housing emergency. Judge Kelby, in the 
Second Department Appellate Term, 
then held that the landlord was entitled 
to charge rents yielding a return upon 
the full present value of his property,° 


‘Hall Realty Co. v. Moos, 115 Misc. 506. 


"Hirsch v. Weiner, 116 Misc. 312. 


and this seems to reflect the present 
state of the law. Proof of present re- 
placement cost is often introduced to 
support a claim that the landlord is not 
entitled to a return on the inflated and 
excessive price he paid for the building. 

I think it is not too much to say that 
the new angles and aspects revealed by 
the valuation questions arising under the 
“rent laws” did more than anything else 
to create a popular conviction that the 
“original cost” theory of valuing private 
property taken for public uses is incon- 
sistent with the American concepts of 
fair play and equality of treatment and 
the American concepts as to the rights 
of the owners of private property, even 
when such property is devoted to public 
service and subjected to public regula- 
tion. 

What was “‘sauce’’ for the public ser- 
vice corporations could not be made 
“sauce” for the landlords, unless the 
prevailing sense of fair play and prop- 
erty rights was to be infringed. In this 
new aspect it became clear to many that 
the “original cost theory” did not meet 
the practical situation under the Four- 
teenth Amendment, if adopted in peace- 
time valuations of residential properties 
subjected to public restraints as to rea- 
sonableness of rents. 

As was frankly admitted in the Har- 
vard Law Review" by one of the per- 
sistent champions of the investment 
theory of valuation: 


In such cases, the official rent must not be 
so low as to be confiscatory and to deprive the 
owner of the use of his property without due 
process of law; but if the value of the prop- 
erty were to be based on what the owner has 
paid for it or invested in it, rather than on 
its present value, many of the ordinary ele- 
ments in the value of real estate would 


"Matthews, Nathan, “The Effect of the Recent 
Decisions of the Supreme Court on Reproduction 
Cost as a Test of Value,” Harvard Law Review, 
Vol. XXXVII, February, 1924, p. 431. 
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in effect be confiscated. If the profitable use 
of real estate and other forms of ordinary 
property is to be perpetually subject to every 
kind of public regulation, it is obvious that the 
only protection of the citizen is his right to a 
reasonable return upon the value of his prop- 
erty, as hitherto understood, at the time of 
interference. 


Present Costs and Conditions as Factors 
in Present Value 


It is often pointed out that the eras 
of rising and falling values, measured 
in the purchasing power of the dollar, 
are quite marked in their regularity, 
with something of a definite trend up- 
ward because of higher standards of 
living and, therefore, increased cost of 
the labor element entering into all tasks 
of manufacture and distribution. It is 


said, with a great deal of earnestness 
and reason, that, in the field of public 
utility valuation, there ought to be some 
way of getting an average basis which 
will be just to the consumer as well as 


to the investor, and that such an equita- 
ble basis necessarily requires that, in a 
time of marked decline in values, the 
utility shall be protected in a constitu- 
tional right to earn a return at the cur- 
rent rate upon no less than the amount 
of its prudent actual investment in the 
property which it owns and devotes to 
the public service. In return for this 
assurance of earnings at the current rate 
upon at least the amount it has pru- 
dently put into the property and made 
the basis for the issuance of securities 
sold to the public, it is said that the 
utility ought to forego all or some of 
its right otherwise to earn upon its 
present properties measured by present 
construction costs, wages, and prices 
affecting value. 

In a subsequent article, I shall try to 
show concretely some needed improve- 
ments in procedure and point of view 


upon this subject. In the present ar- 
ticle, the editors of the JOURNAL have 
asked me to review some of the prac- 
tical considerations which have led to 
the establishment of the “present value” 
concept in determining the sums on 
which a return may be earned, by the 
owners of private property devoted to 
the furnishing of essential public ser- 
vices. There would seem no appropri- 
ateness in undertaking herein a detailed 
analysis of the decided cases, but it may 
be helpful to the ensuing discussion if I 
first outline my personal view as to the 
present state of the law of the subject: 


1. Value must be paid if private property 
is physically taken, and a return must 
be paid upon the value of property 
devoted to public uses but remaining 
under private ownership. 


2. Such value must be ascertained as of the 
time of the “taking” of the property. 


3. Public utility property is “taken” if and 
when its owners are denied the right 
to charge rates yielding a fair return 
upon its value at the time of its use 
in the public service. 


4. Value at the time of such use is not con- 
trolled by any artificial rules or 
formulas; any facts relevant to its 
ascertainment in the particular case 
must be given reasonable and reasoned 
consideration; but value at the time of 
inquiry is not measured or determined 
by cost at the time of original pur- 
chase or construction; “reproduction 
value is not a matter of outlay, but of 
estimate,and . . . . proof of actual 
expenditures originally made, while it 
would be helpful, is not indispen- 
sable.” 


5. If the property has not an ascertainable 
market value (a contemporaneous sale 
price established under circumstances 
which make it a fair criterion of the 
present worth of the property), “other 
evidence is resorted to,” and “cost of 
reproduction at the date of valuation” 


*Ohio Utilities Co. v. Public Utilities Commis- 
sion of Ohio, 267 U. S. 359. 
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has come to be recognized as the start- 
ing point and most influential factor 
in giving “due regard to construction 
costs, conditions, wages, and prices af- 
fecting value”® at the date of the in- 
quiry. 

It seems to be the present concept 
that the sum produced by taking the 
present property at present wages, 
prices, and construction costs need not 
necessarily be accepted and found as the 
mathematical measure or equivalent of 
present value. The application of 
factors to determine present worth is 
still left as a matter of fair and com- 
petent judgment, provided current fac- 
tors are given due and substantial con- 
sideration. The extent to which “‘con- 
struction costs, conditions, wages, and 
prices affecting value” at the particular 
date may be departed from and either 
diminished or increased by virtue of 
other factors, has not been prescribed 
by judicial rule, and may continue to de- 
pend upon the facts of the particular 
case, so long as there actually are shown 
to be relevant factors which warrant de- 
parture from the figure produced by 
present wages, prices, and costs, and so 


long as a reasoned judgment is exer- 


cised upon all of the factors, in a fair 
and not an arbitrary way. 

The fact that, in the absence of sales 
prices and ascertainable market value, 
the value of tangible or intangible prop- 
erty cannot be determined with mathe- 
matical accuracy, or, indeed, that it is 
difficult to determine it at all, will not 
be recognized by courts or lawyers as 
a reason for denying to the owners of 
“taken” property a return upon only its 
original cost. The lack of a mathe- 
matical formula is a historic difficulty 
encountered by courts and counsel, in 
almost every action to recover damages 
for breach of contract.’ 


*Standard Oil Co. v. Southern Pacific Co., 268 
U. S. 146. 


It may be noted that in the above 
outline I have cited and quoted only the 
two decisions of the United States Su- 
preme Court which are, at this date 
(November 21, 1925), its two latest 
pronouncements as to the ascertainment 
of the value of tangible and intangible 
property. In the Southern Pacific Com- 


any case, the court said that “the orig- 
_pany g 


inal cost of the vessel was not useful as 
a guide to her value,” and quoted the 
old saying that ‘The worth of a thing 
is the price it will bring.” The court 
added, however, the legal axiom that: 
‘“‘Where there is no market value such 
as is established by contemporaneous 
sales of like property in the way of 
ordinary business, as in the case of 
merchandise bought and sold in the 
market, other evidence is resorted to,” 
notably such reasonable and soundly 
conceived estimates of replacement cost 
and present condition as reliably reflect 
“construction costs, conditions, wages, 
and prices affecting value” at the time 
of the inquiry. 

In giving dominant weight (in the 
absence of special conditions demanding 
otherwise) to the present cost to replace 
property which has no comparable mar- 
ket value, the courts and commissions 
have only carried over into this field 
concepts which are fundamental in the 
law. For example, in various states of 
fact arising under the Uniform Sales 
Act, the ordinary remedy of the party 
aggrieved is the difference between the 
contract price and the value of the 
goods as evidenced by their market 
price. If, however, the goods have 
no market value under circumstances 
which enable its use as a standard, then 
the rights of the parties are adjudicated 
according to the difference between the 
contract price of the goods and the cost 


Wakeman v. Wheeler Wilson Co., 110 
N. Y. 205. 
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to manufacture like goods, at the time 
the right of action arose.” 


The Opposing Concepts Which Under- 
lie the “Rate Base” for Public 
Utilities 


We often hear open-minded question- 
ing to the following effect: 


Of course, if the valuation concept is to 
be adopted in determining the “rate base” on 
which the rates of public utilities should yield 
a return, it is easy to see that original con- 
struction cost or most recent purchase price 
do not constitute present value. But would 
it not have been better, for both public utility 
investors and patrons, if the notion of present 
value had been kept out of this field and a 
return upon investment adhered to, along the 
lines of Mr. Justice Brandeis’ classic argument 
in the Southwestern Bell Telephone Company 
case 


That is a fair question, on which the 
last word may not yet have been said 
by the highest court of this country. 
Nothing can be deemed more unmistak- 
ably settled, however, in the present 
state of the law, than the constitutional 
right of the private owners of utility 
property to receive a fair return upon 
its present value. Perhaps even more 
decisive, in that connection, is the fact 
that underlying all this joinder of issue 
as to the “rate base,”’ there seem to be 
two opposing and opposite concepts of 
the status of public utility property, pri- 
vately owned and managed, under pub- 
lic regulation. Unless and until the 
prevailing concept is radically changed, 
the allowance of a return upon a “rate 
base” which fully reflects ‘‘construction 
costs, conditions, wages, and prices” as 
of the time of any inquiry, seems to me 
logical and inescapable. I am not here 
arguing as to which concept of the status 


“See, for example, New York Personal Property 
Law, Secs. 145, 148; Todd v. Gamble, 148 N. Y. 
382, and innumerable decisions in various states. 


and rights of public utility owners 
should have been adopted; I am pointing 
out what seems to me the inevitable im- 
plications of the concept which has been 
adopted. 

Under one concept, private property 
engaged in an enterprise affected with a 
public interest is a thing apart from all 
other property. It is the ward of the 
state, stripped of many of the rights 
and prerogatives of ownership, yet sur- 
rounded by some substitute safeguards 
as a matter of favor. The money or 
property of a private owner is, with 
perhaps unconscious irony, deemed 
“taken” when he first devotes it to such 
an enterprise; value as of the time of 
the “‘taking”’ is thus value as of the time 
of the original investment. Thereafter 
the process of public regulation and re- 
sponsibility is deemed continuous. The 
private owner may earn a fair return 
upon his original investment, but no 
more. The state may dictate the policies 
of the management as much as it 
pleases; the right of the titular owner 
is only to continue to receive annually 
the same number of dollars, a fair re- 
turn upon his original outlay, but no 
more. The state may initiate and change 
the rates, compel extensions of the prop- 
erty and service, revise at will the poli- 
cies of management, so long as the in- 
vestor receives the same number of 
dollars annually. If the enterprise fails 
to earn and pay this return, in any year, 
subsequent rates shall make good this 
loss, irrespective of whose fault it was. 
In other words, under this concept, a 
public utility owner has none of the op- 
portunities, hazards, incentives, rights, 
liabilities, of other investors in other 


productive enterprises; he is largely an 


owner in name only; and the ownership, 
operation, and management of public 
utilities is deemed pretty much removed 


262 U. S. 276. 
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from the free play of the accustomed 
factors which shape the course of Amer- 
ican enterprise. 

For better or for worse, the pendu- 
lum has swung far away from this con- 
cept. The owners of a public utility are 
fortified in the right to establish its 
rates, and to manage and shape its 
policies. Public regulation has power to 
interfere and revise only if and when it 
has first been judicially determined that 
existing rates and/or practices are un- 
reasonable or oppressive. The functions 
of regulation are sharply separated 
from those of management. As far as 
practicable, unless and until the public 
interest intervenes for legal cause, the 
rights, hazards, and incentives of the 
owners and managers of public utility 
enterprises are made comparable with 
those of other productive industries. To 
be engaged in a public service industry 
is not deemed ground for discrimina- 
tion, but for encouragement. 

If the essential public services are to 
continue as projects in which private 
property is engaged, under private man- 
agement and public regulation, then it 
would seem that at least the following 
ends must be fairly secured, unless seri- 
ous disabilities and discouragements are 
to be inflicted upon the investors and 
managers of such enterprises: 


1. Each such enterprise must be allowed to 
earn a like return for like service, with- 
out discrimination because of any 
accident or incident as to the date 
when its property was first constructed 
and/or installed; and 


2. Those whose money is already devoted 
to carrying on a public utility in a 
given community should not be disad- 
vantaged by that fact, as would be the 
case if they were denied a right to earn 
a return upon as large a sum as would 
be the right of new investors who came 
into the same community and built 
another plant just like the one in 
service; and 


3. Each such enterprise must be allowed to 
collect and receive a return made up 
of dollars which vary in number with 
the changes in their purchasing power, 
as do the number of dollars received 
by other private industries, in a period 
of changing price levels. 

All of these attributes of ordinary 
private enterprise must remain the right 
and the liability of public service com- 
panies, unless they are to be placed at a 
peculiar disadvantage, as compared with 
other industries—a disadvantage which 
does not stimulate good service, needful 
growth, or progressive improvements in 
the art. 

Let us assume that in a given com- 
munity, the X Company built a large 
manufacturing plant and that by ar- 
rangement the Y Company builds an 
electric light and power plant, of which 
the X Company is to be the sole cus- 
tomer. 

What would be the compensation paid 
to the Y Company by the X Company? 
The basis would necessarily be such as 
to reimburse for operating expenses and 
pay a fair return on the present cost to 
build the electric plant. 

In the same community, however, is 
another electric plant, belonging to the 
Z Company, built years ago, which has 
like efficiency and like capacity available. 
The cost to build the plant of the Z 
Company, per kilowatt-hour of capacity, 
was only half of the present cost to build 
the plant of the Y Company. 

May the patrons of the Z Company 
compel that company to serve them at 
rates which yield only half the return, 
over and above operating expenses, 
which is received by the Y Company? 
May the X Company compel the Z 
Company to serve it at rates which yield 
a return on no more than the original 
cost of its plant? May the accident of 
the time of the original purchase and 
installation of the property compel such 
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marked difference in the net revenues of 
like plants rendering like service at like 
operating costs? 


The Argument That the Investment 
Theory Is Preferable 


The assertion has often been heard 
during the past few years that the execu- 
tives and counsel of the utilities would 
have served their investors better if they 
had paid no heed to the rising costs of 
labor and materials and had not put for- 
ward “present value” as the economic 
foundation for the “rate base.’ With- 
out in any way suggesting that the public 
service companies should have pursued 
any other course, had they been free to 
choose, the fact remains that they had 
no fair alternative, in justice to their 
investors. 

The contention that the “rate base” 
should be the “‘present as compared with 
the original cost of construction” was 
insistently urged before the United 
States Supreme Court by the legal rep- 
resentatives of the states and public 
bodies, and was decisively upheld by the 
court on March 7, 1898, in Smyth v. 
Ames.* The champions of this view, 
led by the late William J. Bryan, suc- 
ceeded in establishing the principle that 
private property devoted to the public 
service was entitled to earn a return 
upon its present value and not upon its 
original cost, and that present value was 
measured by present reproduction cost 

(with nothing said about any deduc- 
tion for any kind of depreciation). 
Reference to the valuation litigation of 
that period, including cases prior and 
subsequent to Smyth v. Ames, will con- 
firm that present value, measured by 


*169 U. S. 466. 


“ Covington & Lexington Turnpike Co. v. Sand- 
ford, 164 U. S. 597; Reagan v. Farmers’ Loan & 
Trust Co., 154 U. S. 412; San Diego Land and 


present cost to construct or replace, was 
insistently and successfully urged and 
used by the public representatives, to 
prevent a return upon the actual cost of 
construction."* 

In the Stanislaus case, the Supreme 
Court upheld a local board in fixing a 
present value of $377,000, although the 
actual investment exceeded $991,000. 
This devastating present value was as- 
certained from replacement cost, with- 
out any suggestion that any manner of 
depreciation should be deducted. In 
countless instances, proof of replace- 
ment cost, as of a given date, has been 
proved by and before the commissions, 
to help deny a public utility a return 
upon actual investment. 

I have been engaged in rate litigation 
of practically all kinds for many years, 
and I have yet to be in a case in which, 
in a time of low prices or a time of high 
prices, public representatives have joined 
in urging or admitting that the company 
was entitled to earn a return upon a 
sum as great as the amount of its actual 
investment in the used and useful prop- 
erties. When replacement cost rose far 
above original cost, all sorts of weighted 
averages, “historical costs,’ estimated 
and arbitrary deductions, and the like, 
were still resorted to, in order to enable 
a contention that the proper “rate base” 
is less than the investment. So far as my 
experience goes, that condition continues 
to this day. 

Inasmuch as the legal representatives 
of the supposed public interest estab- 
lished the ‘‘present value” concept and 
won the ruling that present replacement 
cost must be taken as the “rate base,” 
in cases where it is lower than actual 
investment, those representatives or 
Town Co. v. National City, 174 U. S. 757; Cotting 
v. Goddard, 183 U. S. 91; San Diego Land and 
Town Co. v. Jasper, 189 U. S. 442; Stanislaus Co. 


v. San Joaquin & Kings’ River C. and O. Co., 192 
U. S. 214; Minnesota Rate Cases, 230 U. S. 352. 
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their successors have had great and in- 
escapable difficulty in maintaining that 
investment should be taken as the “rate 
base,” if and when it is lower than pres- 
ent construction cost. As the public rep- 
resentatives defeated the early conten- 
tions of the companies that a return 
should in any event be allowed on the 
actual cost of property but have demon- 
strated a facility in urging whichever 
theory will tend to give the lower value 
at the particular time, the public service 
enterprises of America have had no con- 
scionable alternative but to obtain for 
their investors a return of undiminished 
purchasing power, despite the decreased 
purchasing power of the dollar. Since 
they were not able before the World 
War to obtain a return on investment 
when replacement cost was lower, and 
since they had and have no means of as- 
surance that replacement cost will not 
be urged again to diminish their return, 
if and when the price level changes, 
would it not have been unreasonable for 
the utility executives to have sought a 
return only on original cost when the 
present construction cost was much 
higher? 

In all of these regulatory matters, the 
spirit of fair play and equality of treat- 
ment seems to me fundamental. Mr. 
Justice Hughes, in the Minnesota rate 
cases,”° set out in a single paragraph the 
inescapable consequences of the early 
“victories” of the public representatives, 
in their argument that the “rate base” 
must be “‘present as compared with the 
original cost of construction.” Mr. Jus- 
tice Hughes said: 


As the company may not be protected in its 
actual investment, if the value of its property 
be plainly less, so the making of a just return 
for the use of the property involves the recog- 
nition of its fair value if it be more than it 
cost. That property [of a public service cor- 
poration] is held in private ownership, and 


it is that property, and not the original cost 
of it, of which the owner may not be deprived 
without due process of law. 


“Stability of Return” to the Investor 


Advocates of “original cost” as the 
“rate base” lay a great deal of stress 
upon stability and permanence of the 
annual return to the investor. They 
point out the advantages of an assur- 
ance to him that, in times of low prices 
and high prices alike, the company will 
earn and he will continue to receive a 
return upon every dollar he put into the 
property—never less and never more. 

As a practical matter, this ‘“‘stability”’ 
of the return has generally been found 
to relate to the shadow, and not to the - 
substance of things, and so is not genu- 
inely attractive to the investor. In other 
industries and investments his return 
varies, in number of dollars, with the 
changes in price levels; it remains more 
nearly constant in purchasing power. 
The real stability and permanence lies 
in the stabilization of the amount of 
other goods and services which the in- 
vestor’s annual dividends will buy; he 
finds no satisfying equality or stability 
in receiving the same number of dollars 
each year, in spite of the fact that they 
will buy much less of commodities or 
services. 

The actual experience of business men 
on this point was tersely summed up by 
my lamented friend, Robert A. Carter, 
vice-president of the Consolidated Gas 
Company of New York, in saying: 

A change in the price level affects the value 
of all property. As the price level goes up, 
the values go up, and vice versa. There is, 
however, another element in the equation 
which operates to neutralize the effect upon 
the value of property of a change in price 
level, and that is the purchasing power of the 
dollar. Invariably, a low purchasing power of 


* 230 U. S. 352. 
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the dollar is attended by a high price level, 
and a high purchasing power of the dollar is 
attended by a low price level. With a fixed 
rate of return upon the value, in either case, 
the amount earned when the value is low and 
rates are adjusted to the low value has a pur- 
chasing power as great as the greater amount 
earned when the value is high and rates are 
adjusted to the high value. 


The Significance of a Return Upon 
“Present Value” 


For example, the purchasing power of the 
dollar has recently been, approximately, 61 
cents; therefore, property acquired when the 
purchasing power of the dollar was 100% and 
having a normal or original investment value 
of $100, would have a present value of, say, 
$163.91. A return of 7% on this amount 
would equal $11.47. But the purchasing 
power of $11.47 based upon present purchas- 
ing power of the dollar is only $7. 

Likewise, if the purchasing power of the 
dollar was, say, $1.25, property which cost 
$100 when the dollar was at 100% would 
have a present value of $80; 7% upon this 
would be $5.60. But the purchasing power 
of $5.60 based upon such purchasing power 
of the dollar would be $7. 

If, however, original cost is taken for the 
purpose of fixing rates, with the purchasing 
power of the dollar at 61 cents, and a 7% 
return is allowed, it is obvious that this return 
actually has a purchasing power of only $4.27. 


Present Replacement Cost the Controlling 
Factor in Present Value 


In determining the validity of a rate alleged 
to be confiscatory, the court must consider 
the reasonable rate of return on property as 
well as the value thereof. If justice is to be 
done, either the rate of return or the value 
must be considered from the standpoint of 
purchasing power of the dollar. In view of 
the confusion arising from an ever-changing 
rate of return involved in the adoption of the 
normal or original investment value as the 
rate base, the United States Supreme Court 
did wisely in deciding in favor of present 
reproduction cost as the controlling element 
in determining the value of utility property. 


In a clear-sighted opinion in the 


United States District Court in 1920,” 
Judge Learned Hand said: 


A profit based upon the enhanced value of 
the capital adds nothing to the company’s 
wealth. Though its capital be measured in 
more dollars and so, too, its profit, that profit 
is still paid in the fallen dollar and has no 
greater buying power than it had before. The 
increased valuation of the capital will for the 
years of the depreciated dollar leave the com- 
pany exactly as it was; it will merely prevent 
its being compelled to share its putative fair 
profit with its customers, which by hypothesis 
it should not be asked to do. The company 
gains nothing, the customers lose nothing. 


An annual return which is constant 
only in number of dollars may actually 
vary widely and inflict infinite uncer- 
tainty, inequality, and loss. An annual 
return which continues approximately 
constant in purchasing power has the 
most alluring stability and protective 
quality, no matter how much it varies 
in the number of dollars. 

In no mistakable manner, the in- 
vestors of the country are believed to 
have shown their preference for the 
basis of computation which better pre- 
serves the economic equality of purchas- 
ing power. They have manifested this 
view, despite the fact that some utility 
managers are at heart still unconverted 
to the wisdom of the abandonment of 
the investment concept, to which Wil- 
liam J. Bryan dealt its death-blow in 
Smyth v. Ames. 


The Investment Theory, New Construc- 
tion and the Interests of the 
Consumer 


If it could be made effective, the in- 
vestment theory of the “rate base” 
would give assurance to utility execu- 
tives and investors that on whatever 
sums that are in good faith expended 


* Consolidated Gas Co. v. Newton, 267 Fed. 231; 
affirmed, 258 U. S. 165. 
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for new construction, a fair return may 
be earned as long as the property re- 
mains usefully in service. On the other 
hand, the investment theory would for- 
bid them to expect more than a return 
upon original cost, no matter if the pur- 
chasing power of money depreciated like 
marks or kronen. How do this assur- 
ance and this prohibition affect the in- 
terests of the patrons of the utility? 

Advocates of the investment theory 
point out that, if the “present value” 
concept were adhered to, serious shrink- 
ages in annual return may soon menace 
those who in good faith have made large 
capital outlays at high prices, whereas 
excessive profits would be the reward of 
those who installed their properties only 
at low price levels. 

Let us analyze four instances: 


1. In a period of temporarily high prices 
and high wages, a utility builds a new plant, 
costing $100,000,000. If the investment 
theory could really be made effective, this 
would mean that for countless years to come, 
all of the patrons of the utility would have 
to pay a return upon $100,000,000, even 
though a new plant of like capacity could be 
built for $50,000,000. When the high prices 
receded to this level, the utility would still 
collect and receive twice as many dollars from 
its patrons as though it had built its plant at 
another time; and the patrons would be 
permanently burdened with this charge. This 
would tend to put a premium on new con- 
struction in a time of temporarily high prices; 
to project an annual levy upon the patrons 
over an indefinite period. Even when wages 
and prices receded, and so the capacity of the 
patrons to pay was cut in half, the investment 
theory would compel them to go on paying a 
full annual return on twice the cost to build 
a like plant new. 


2. In the midst of a low price level, a 
utility needs a new plant, which it can build 
then for $50,000,000. That is the time when 
it should be encouraged to build, just as public 
policy requires that new construction be kept 
down to what is urgently necessary in a time 
of temporarily and abnormally high prices. 
Yet the investment theory, if it could be made 


fully effective, would place every possible dis- 
couragement in the way of new construction 
at low costs, because it would deny the in- 
vestors any share in the rewards which the 
investment theory vouchsafes to those who 
build public service properties at “peak” costs. 


3. A gas company has 10 water-gas sets in 
use, which were purchased long ago, in a low- 
priced period, and represent an investment of 
only $50,000 each, although it would cost 
$85,000 each to build such sets today. Due to 
progress in the art of gas-making, a new type 
of set is now available, in which gas can be 
made in equal capacity but at lower unit cost. 
At present costs of labor and materials, the 
new sets would cost $100,000 each. Under 
the investment theory, the making of this de- 
sirable replacement, in the interests of greater 
economy and efficiency in production, would 
exactly double the sum on which the investors 
would have to pay a return (10 new sets at 
$100,000 each), in addition to defraying the 
cost of writing off the 10 sets now in service. 
Under the present value concept, no such bar- 
rier to an economic substitution would be in- 
terposed, as the only increase in the “rate 
base” would be the difference between the 
value of the new type of set and its predecessor 
—about $15,000 per set. 


4. Take now the opposite situation: The 
utility has 10 water-gas sets in use which 
originally cost it $100,000 each. They are still 
producing as much gas as ever, as efficiently as 
ever, but prices of labor and materials have 
fallen and a new type of set has been devel- 
oped, which makes gas more cheaply and can 
now be built for $50,000 each. In order to 
make this change in the interest of greater 
economy and efficiency, the investment theory 
would require the utility to give up an annual 
return on $1,000,000 and accept a return on 
only $500,000. Under the present value con- 
cept, the utility would be earning a return on 
no more than the present replacement cost 
of the sets now in service, which would be 
something less than the installation cost of the 
new sets. 


In short, the investment concept, if it 
could be made effective, places undue 
burdens upon the patrons and interposes 
serious obstacles to the conduct of the 
business along the lines which would 
prove of maximum public benefit. It 


16 
’ 
y's 
in 
no 
‘he 
the 
m- 
nt 
air 
Sis 
ny 
1g. 
int 
lly 
al 
ly 
he 
ve 
ies 
in- 
to 
he 
re- 
1S- 
1is 
ity 
ed 
of 
il- 
in 
in- 
e”’ 
er 
ed 


14 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


interrupts and destroys the free play 
of economic forces and the initiative 
of good management, and tends to de- 
prive the utilities of the full benefits of 
private ownership and operation. 


The “Original Cost” Doctrine Gives No 
Adequate Assurance to the Investor 


Undoubtedly a great many far-seeing 
executives in the public service industries 
would have felt a greater sense of se- 
curity if the “present value” concept had 
never been applied to their industries, 
provided some method could have been 
devised whereby the utility could be con- 
stitutionally assured the continuous col- 
lection of a return upon the full cost of 
its property, installed during a period 
of high prices. The chief advantage of 
the investment theory to the investor, if 
it could be made effective, would be the 
assurance of a return upon original cost, 
even when the costs of labor and ma- 
terials fell and a new price level was 
ushered in. 

The trouble is, however, that, as a 
practical matter, adherence to the in- 
vestment theory would prevent the util- 
ity from earning a return calculated 
upon anything more than original cost, 
no matter how great the shrinkage in 
the purchasing power of the number of 
dollars constituting such a return, but 
could give the utility no official guaranty 
or economic assurance that any counter- 
vailing protection would be afforded, if 
and when costs declined and replace- 
ment fell below investment. 

Commissions and municipalities could 
and would give no such guaranties. Pub- 
lic officers were the first to seize upon 
replacement cost as the means of deny- 
ing return upon actual cost. But official 
assurances, even if given, would tend to 
become economically ineffective. As 
soon as a situation developed where the 


existing utility had to collect, as a part 
of its rates, substantially more than a 
return upon the present cost to build a 
plant of like capacity and efficiency, the 
pressure for competition, through a new 
private or municipal plant, would tend 
to become irresistible, unless the utility 
forestalled such competition by reducing 
its rates so as to yield a return upon no 
more than the replacement cost of its 
property. 

I venture the assertion that during the 
15 to 20 years which mark the span of 
public utility regulation in America, the 
instances have been few and inconse- 
quential where a public utility has been 
permitted to earn an adequate rate of 
return upon a plant investment in excess 
of replacement cost. : 

In other words, the abandonment of 
“present value” and the adoption of 
“original cost” would forestall the in- 
vestor from ever earning a return which, 
in number of dollars, would increase as 
their purchasing power went down, in 
a period of marked advance in construc- 
tion costs, but could not protect him 
against being forced to accept a fewer 
number of dollars, if and when present 
construction costs fall below original 
cost.*” 


The Difficulties and Expense of 
Frequent Reappraisals 


The most serious practical objection 
to the use of present value as the “‘rate 
base” is, of course, the difficulty and 
expense of proving it, through inven- 
tories and estimates of replacement 
cost, and the supposed necessity of fre- 
quent reappraisal as a basis for each 
revision in rates. I do not think it is 
too much to say that the greater part 
of the uncertainty, difficulty, and ex- 
pense, which attends present ascertain- 


™ Smyth v. Ames, supra. 
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ments of the value of utility properties 
in rate proceedings, has had its origin 
in the efforts of those who have sought 
insistently the lowest valuations obtain- 
able by any device, so as to sustain rate 
reductions which otherwise could not be 
directed. 

The distinction between the regula- 
tory fixation of reasonable rates and the 
judicial prevention of the enforcement 
of confiscatory rates needs to be kept 
in mind in this connection. Unless there 
have been substantial changes in price 
levels, or unless there is an effort to 
force the utmost possible limit of reduc- 
tions, the processes of reasonable rate 
regulation do not compel reappraisals; 
and, if rates are kept within the limits 
of reasonableness and there is no effort 
to enforce confiscation, no occasion 
arises for resort to the courts to prevent 
it and so no occasion for reinventory 
and revaluation to demonstrate confis- 
cation beyond peradventure. 

Where the charge of confiscation is 
made, the question to be determined 
becomes no different in principle from 
that presented where private property 
is physically appropriated for public 
uses. The owner must be allowed to 
earn on the present value of his prop- 
erty; his loss by the acts of government 
cannot be made whole by paying him 
on the basis of his original outlay. Rate- 
making is kept within the constitutional 
guaranty when the rate fixed does not 
confiscate by denying a return on the 
present worth of the property. A re- 
turn upon less than the present value 
represents the bottom level. The other 
boundaries of rate-making are, of course, 
matters of justice, policy, reason, fair 
play, and regulatory adjustment. 

Those who object to present value as 
the criterion because it may be fluctuat- 
ing and may, at times, necessitate re- 
valuations and revisions of rate with 


each substantial fluctuation, fail to take 
into account the fact that the right to a 
return upon present value is a constitu- 
tional right, and that, if the consti- 
tutional guaranties were observed, there 
would be little need for frequent rate 
adjustment beyond those occasioned by 
changes in operating costs, and such ad- 
justments could be made almost auto- 
matically. After all, where a valuation 
fairly reflects current prices of an estab- 
lished price level, a rate fixed upon that 
basis could continue without change for 
a period of years—a decade or more— 
except for changes in operating costs, 
such as occur, for example, in the case 
of a gas company by the rise and fall 
of oil and coal prices. The difficulty 
with the rate-making machinery is that 
the rate-makers have hewed too closely 
to, and even much under, the limiting 
line fixed by the Constitution. In more 
than nine instances out of ten, the diff- 
culties and expense attributed to the 
present value concept have, in fact, been 


‘due only to rate statutes or commission 


orders which have inflicted gross con- 
fiscation, or to official complaints seek- 
ing rate reductions to a point far below 
the limits of confiscation. 

Instead of abandoning basic concepts 
of American industry and of the tradi- 
tional relationship of government to 
private property, may not an adequate 
remedy be found in the judicial fixation 
of values which reflect not only the 
reproduction cost as of a given date but 
also the current price level, by prescrib- 
ing rates which will afford a return 
upon such a base, and by using that base 
during the continuance of that price 
level and adjusting the rates if and as 
there transpire material changes in op- 
erating costs? By such a course, the 
constitutional guaranty would be con- 
tinuously observed, and the task of 
rate-making would be made far less dif- 
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ficult, less expensive, and less subject to 
the hazards of political pressures. 


The Supreme Court and Present Value 


Complaint is sometimes heard, from 
economists and some public officers, that 
the Supreme Court has refrained from 
prescribing an arithmetical or definitive 
formula for determining the metes and 
bounds of valuation. I venture to try 
to state what seems to me the basic 
fault and fallacy of these criticisms. 

They proceed, it seems to me, upon a 
failure to realize that the nation’s great 
Court is engaged in the determination 
whether the guaranties of due process 
and just compensation have been vio- 
lated by acts of state regulatory author- 
ities, and that the Court is not trying 
to establish a code of valuation or an 
empirical system of economic theory. 
The Court decides such controversies 
as come before it, and does so in the 
light of the Federal Constitution. 

The Supreme Court, therefore, ex- 
amines the transcript of record, to see 
whether or not the state power was ex- 
ercised fairly, justly, and in an orderly 
and reasoned manner, and whether fair 
standards of judicial ascertainment of 
facts were followed. If substantial jus- 
tice has been done, if present value has 
really been sought and found, in a rea- 
soned and reasonable way, there is no 
ground for federal interference. Con- 
fiscatory consequences of rates may be 
shown by proofs and findings which set 
out only minimum values. The arbi- 
trary exercise of regulatory power is 
often so clear that full values need not 
be proved, when there is need for relief 
from the confiscatory limitation. 

The Supreme Court does not fix rates 
and rarely is obliged to ascertain full 
present value. It interferes only if and 
when it finds that injustice has been done 


and that present value has been fixed 
arbitrarily, capriciously, and unreason- 
ably. As to a reasoned judgment, based 
on a consideration of pertinent facts and 
leading to a just result, it has always 
seemed to me that the Supreme Court 
has kept itself free to declare the ab. 
sence of grounds for complaint under 
the Federal Constitution, even though 
an analysis of the valuation might dis- 
close that it varied greatly from that 
involved in other decisions, assuming 
that the same mathematical or economic 
yardstick were applied to each case. 

A valuation based only on original 
cost is disapproved because it is plainly 
arbitrary and unsound. A _ valuation 
which includes a large deduction for 
straight-line depreciation falls by the 
same token. A failure to give adequate 
weight to changes in the cost of labor 
and materials, in ascertaining present 
value, is condemned if it appears unsup- 
ported by any sound economic reason 
but due to adherence to the investment 
theory of valuation. A failure to fol- 
low the uncontradicted evidence as to 
present value, where that evidence con- 
sisted solely of reproduction cost, is 
condemned as violative of due process 
of law. Because of the concept that 
present value is not necessarily a matter 
of rule or formula, a refusal to adopt 
full present replacement cost as the 
exact measure of present value may be 
and has been upheld, upon the particu- 
lar state of facts disclosed as to the 
bases of the action of the state tribunal. 

Within limits such as these the Su- 
preme Court has seemed long to leave 
the way wide open for just, reasonable 
determination, in each case, from all the 
facts pertinent thereto, and for pre- 
venting the processes of regulation from 
being used arbitrarily and oppressively 
to inflict discrimination and loss upon 
the owners of utility properties. 
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THE PLANNING AND CONTROL OF 
OUTLYING SHOPPING CENTERS 


By J. C. NICHOLS 


gone many changes during the 
last generation. The automo- 
bile, the steel frame or reenforced sky- 
scraper, the kitchenette, the apartment 
house, and the outlying motion-picture 
theater have greatly affected the phys- 
ical layout of cities. Of all these fac- 
tors perhaps no one is more influential 
today than the rapidly increasing num- 
ber of automobiles congesting down- 
town business streets that were de- 
signed for a mere fractional part of the 
demands now made upon them. 
Regardless of the widening of these 
streets and the opening of new arteries, 
provision of large garage parking 
buildings, the use of building roofs for 
parks, and other efforts, there is no 
question that a certain decentralization 
of down-town business centers is now 
taking place. This does not mean that 
every city, large and small, will not con- 
tinue to have its main down-town busi- 
ness section, so vitally important to 
every city; in fact, every effort should 
be made to conserve the values of down- 
town business property, stabilize its 
location, and increase its efficiency and 
service to the community in every pos- 
sible way. 
Automobile congestion these 
streets, however, the piling up of popu- 
lation into the air in outlying large 
apartment house centers, and the creat- 
ing of night life in the outlying subur- 
ban centers through motion-picture 
theaters and other amusement places, 
are bringing about a large amount of 
suburban shopping-center development. 


development has under- 


The control of these suburban shopping 
centers to meet the new needs of today 
and to make them best serve the inter- 
ests of the city is a large task. In plan- 
ning these suburban business centers we 
must not fail to recognize present-day 
needs and endeavor to forecast, so far 
as possible, future changes. 


Evils of Unplanned Shopping Centers 


In American cities of any consider- 
able size, our new outlying business cen- 
ters frequently are becoming the ugliest, 
most unsightly and disorderly spots of 
the entire city. New traffic throats of 
congestion are being created that will 
sooner or later call for the expenditure 
of gigantic sums of public funds to 
relieve. Buildings of every color, size, 
shape, and design are being huddled 
and mixed together in a most unpre- 
sentable manner. A mixture of glaring 
billboards, unsightly rubbish dumps, 
hideous rears, unkempt alleys, dirty 
loading docks, unrelated, uncongenial 
mixtures of shops of every type and 
use, with no relation to one another; 
shacks and shanties mixed up with good 
buildings; perfectly square, unadorned 
buildings of poor design, giving great 
masses of unpainted common brick 
walls reared along the sides of a little 
shop building of good design, are bring- 
ing about disorder, unsightliness, and 
unattractiveness that threaten to mar 
the beauty and good appearance of the 
residential regions of American cities. 
In nearly every city an occasional devel- 
oper, with broader vision and a greater 
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regard for his city’s future, is endeavor- 
ing to meet and solve these problems. 
Every municipal authority, every prop- 
erty owner, merchant, professional man, 
and, in fact, the whole body of citizens, 
should realize the importance of these 
problems to the city’s future growth. 

The percentage of the population that 
is crowding into the cities is increasing 
at an alarming rate. The percentage of 
the country’s wealth represented in 
urban real estate is gigantic. Millions 
of dollars are lost in American cities 
from the unnecessary shifting of prop- 
erty uses. The abandonment of formerly 
beautiful residential areas, neglected 
and blighted former business sections, 
should arouse every one in a determi- 
nation to protect the appearance of his 
city as well as the property values 
themselves. Unnecessary encroachment 
of injurious property uses should be 
prohibited in otherwise beautiful sec- 
tions of a city. The very home-life of a 
city is endangered and should be pro- 
tected. 


Desirable Principles in the Planning of 
Shopping Centers 


_ The following are suggested as under- 
lying factors in the development of new 
and outlying business centers throughout 
the United States: 

1. No streets should be laid out less 
than 100 feet in width, with a paving 
width of at least 60 feet, and preferably 
as great as 72 feet in width, in order 
to give diagonal parking for automo- 
biles, thereby increasing two and one- 
half times the parking area on the 
streets. A width of 72 feet really is 


necessary, in order to give ample room 
for three lines of traffic between the 
lines of cars parked diagonally on either 
side of the street, and also to give a 
certain freedom in moving cars in and 


out of their diagonal parking positions. 

2. The provision of loading and un- 
loading courts in the interior of busi- 
ness center blocks is desirable in order 
to relieve the front streets of all deliv- 
ery trucks. Certain types of delivery 
trucks not only are of immense size and 
otherwise absorb a large amount of the 
front street space necessary for the 
parking of patrons’ cars, but they also 
contribute litter, disorder, and unclean- 
liness to these streets. Then, too, 
deliveries on front streets unnecessarily 
contribute to the misuse of sidewalk 
streets for the handling of freight, fre- 
quently causing danger to pedestrians, 
crowding sidewalk uses, and presenting 
a situation unattractive to the clients of 
the merchants. 

3. Where blocks are not of sufficient 
size to create interior loading courts, 
alleys should be 24 feet in width, if 
possible. It is advisable to have room 
for three lines of truck traffic through 
alleyways so that cars may be loaded 
or unloaded at the rear ends of the 
stores, on both sides of the alleys, and 
still permit the passing of a third car 
through the alleyway. It is better to 
shorten the length of the buildings, in 
order to give wider alleys or interior 
loading courts, than to continue to 
occupy the full depth of the lot with 
the building, and so force delivery wag- 
ons to the front of the stores. 


Control of Building Heights 


4. Control of building heights is 
most essential in new outlying business 
centers before high rent values are 
established, and before other tall build- 
ings have established a higher building 
line. It is possible, and worth while in 
the long run, to establish low building 
heights, preferably holding suburban 
business centers to one-story heights, 
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and in no instance more than two stories. 
In the first place, it is difficult to make 
outlying stores pay a rental above the 
second story. Every additional story ina 
shopping center increases in direct pro- 
portion the amount of traffic in front of 
the building. If six-, eight-, ten-, or more, 
story buildings are permitted in outlying 
business centers, regardless of wide 
streets, regardless of interior loading 
courts, and regardless of increased num- 
ber of streets, the constantly increasing 
number of automobiles will in a few 
years give as great traffic congestion in 
outlying business centers as most cities 
are suffering today in down-town shop- 
ping centers. 

These new shopping centers should 
be built horizontally and not vertically. 
In the long run, overcongestion of the 
streets by automobiles will drive away 
trade. Furthermore, the outlying busi- 
ness center that limits all buildings to a 
maximum of two stories in height will 
be more stable, produce more uniform 
values, spread over a larger area, and 
better serve the community. The limi- 
tation to a two-story height and the 
provision of wide streets, wide alleys, or 
interior loading courts afford ample 
opportunity for light, air, and sunshine, 
for the health and convenience both of 
the patrons and of the employees of the 
shops themselves. | 

Control by the zoning board of the 
city to guard against providing too 
great an amount of business property in 
the outlying sections of the city is also 
vital to the permanence and stability of 
such values. There is a tendency today 
greatly to overbuild outlying shops, and 
thus cheapen the character of the build- 
ings, destroy the possibility of a reason- 
able profit to the merchant, and also 
contribute an unnecessary injury to 
otherwise beautiful and attractive resi- 
dential areas of a city. In many of our 


larger cities there are many times more 
outlying shops and business properties 
being developed than are justified by 
present or future needs. Sooner or later 
the owners of the land and the tenants 
of the buildings will find a great shrink- 
age in value and a great dearth of trade. 
Real estate, the real foundation of all 
wealth, becomes unstable with a lack of 
general control. 

Zoning is the greatest boon known 
to a city today and, in fact, the greatest 
protection to city life. It affects equally 
the protection of the rights of air, light, 
and sunshine, and decent surroundings 
for the small cottage of the laboring 
man as well as the large residential 
estates of a community. It is just as 
vital to the protection of the investor in 
a small outlying business lot .as it is to 
the owner of a great office building in 
the down-town business district. It sets 
aside and reserves, for industrial, rail- 
way, and manufacturing uses, land for 
the city’s normal development, just as 
much as it serves the areas properly 
belonging to future residential develop- 
ment. It puts order instead of chaos 
into American city building. 

No greater opportunity is offered for 
better civic development than in such 
careful zoning and regulation as is pos- 
sible today in the establishment and 
control of the outlying shopping centers 
springing up overnight in cities through- 
out our land. 

5. Other desirable policies are the 
provision of smaller blocks and the dedi- 
cation of a larger percentage of the 
land area to streets; perhaps even as 
much as 50% of the land should be 
given to streets. In this manner the 
percentage of land occupied by buildings 
is reduced and to that extent a contri- 
bution is made to the solution of the 
trafic problem. Then, too, groups of 
shops in a small block contribute trade- 
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pulling power to one another, more than 
do shops in a large block, where the dis- 
stance from the merchant on one side 
of the block around to the merchant on 
the other side is far greater; to that ex- 
tent, they are less influential in helping 
one another. 

6. By-passing of through lines of 
traffic around outlying shopping centers, 
instead of endeavoring to throw all gen- 
eral traffic through a shopping center, 
will, in the long run, help solve the traf- 
fic problems in outlying centers, and to 
that extent stabilize the new business 
area. Most realtors today are constantly 
doing everything in their power to lead 
traficways and boulevards through 
their business centers, thinking that a 
great number of cars passing through 
a shopping center adds to its trade- 
getting powers. Of course, every such 
shopping center should be immediately 
accessible and entirely visible to these 
main arteries of travel, but wherever it 
is possible to carry these main flows of 
traffic around, or along the side of, the 
shopping center instead of through the 
shopping center, it is wise to do so. 


The Location of Shops 


7. Massing of the shops into con- 
tiguous blocks, radiating, if possible, 
from one center, contributes greatly to 
the solution of the trafic problem and 
creates many conveniences in contrast to 
the string-street development where 
continuous shops are built on each side 
of a street one or two miles in length. 
The string business street soon becomes 
a main artery of travel, and causes such 
a great flow of traffic over it that little 
space is left for parking along its sides 
and in front of its shops. This makes it 
difficult to shop from one side of the 
street to the other; and also the pulling 
power of one shop for another is far 


less in such a type of development than 
where shops are massed in several radi- 
ating or contiguous streets. The more 
compact development brings shopkeep- 
ers closer to one another and enables 
patrons to park their cars and easily 
walk from shop to shop. Then, too, a 
string of stores extending a mile or more 
on each side of the street carries business 
houses into large residential areas, fre- 
quently doing great injury to abutting 
homes in the rear of, or among, these 
stores. It is the very opposite of wise 
zoning and districting of a city. It de- 
stroys values instead of creating values. 

8. The grouping of related shops 
should be given much more study than 
has been customary. The economic 
hazard to a fine jewelry store or a fine 
restaurant caused by an adjoining shop 
of unpleasant character is a large factor. 
A hardware store, a garage, a fire or 
police station does not particularly help 
a ladies’ wearing apparel shop. A 
plumber or a tinshop is not a good 
neighbor for a shop catering to the 
needs of the baby. Wherever possible, 
women’s and children’s shops should be 
grouped together; building materials 
and supplies should be put together; 
shops handling heavier merchandise 
should be grouped; and service shops, 
such as barber-shops, massage parlors, 
and shoe-shining shops, should be lo- 
cated near each other. Produce, meat 
markets, groceries, and all such shops 
are much more help to one another if 
grouped closely; and yet they generally 
produce an odor and a disorderly ap- 
pearance not helpful to shops of a more 
refined character. The odors of a res- 
taurant are much more objectionable to 
certain types of shops than others. 
There has already been a certain natural 
classification of automobile display 
rooms and automobile repair shops in 
most cities, which is of convenience to 
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patrons and of value to similar types of 
shops. This natural grouping needs to 
be extended to other types of enter- 
prises by careful planning, for it is a 
phase of city development generally 
outside the scope of zoning laws. 

9. America has an opportunity in this 
new era of building outlying shopping 
centers. It is possible to make these 
shopping centers distinctive and appeal- 
ing in appearance, individualistic and 
attractive in design and layout, affording 
character and color to the general ap- 
pearance of the city. Cleanliness and 
good order, a reasonable uniformity and 
harmony of design, height and eleva- 
tion, will go far to make our American 
cities more attractive, more appealing, 
and of unquestioned value to the people 
who live in these cities. Out of this 
order and cleanliness will come a prac- 
tical beauty of great intangible value to 
the spirit, patriotism, and well-being of 
any community. 


Esthetic Considerations 


10. In the building of these new 
shopping centers, there is need for rea- 
sonable regulations as to the placing of 
billboards, of dangerous and unsightly 
overhanging signs, and the elimination 
of unnecessary screaming advertising 
placards. Hideous combinations of 
color, great scrawling, flaming adver- 
tising lettering across an otherwise 
pleasing store front or plate-glass win- 
dow, ought to be prohibited. Their 
direct value to a merchant is highly 
questionable; their injury to a neighbor- 
ing shop is frequently great. In the 


long run, the general good of any new 
shopping center controlling such un- 
sightly, ugly appearances will give far 
greater value to each unit in the center 
than any sacrifice suffered by a merchant 
in foregoing such practices. Buildings 


and store fronts must be distinctive; 
window displays must attract the atten- 
tion of the casual passer-by without, 
however, being the sort of displays 
which displease and frequently drive 
trade away from such overambitious 
merchants. 

11. Streets and sidewalk spaces in 
new shopping centers should be kept 
free of unnecessary obstructions. Pop- 
corn stands, signboards, newsstands, 
and other encroachments on city streets 
and sidewalks should not be permitted. 
This not only assists in handling traffic, 
but gives a more orderly appearance 
and is more appealing to the patrons. 

12. Too great a uniformity in store 
fronts perhaps may bring dull monotony. 
Sufficient variety can well be applied to 
give interest to a street scene and to 
building fronts. 

It is well, wherever possible, to fol- 
low a general type of architecture in 
each group, one group having harmo- 
nizing Colonial types, another Spanish, 
another English, another French, and 
other good, general architectural de- 
signs. In this way, a good appearance 
is given to a city’s picture as a whole. 
Careful restrictions should be made as 
to changing of color schemes or building 
designs of these buildings. Control of 
the design of buildings erected on a 
vacant lot in a shopping center should 
be as carefully safeguarded as it is in 
the case of restrictions on residences in 
high-class subdivisions today. 

13. Street lighting and store-front 
lighting should be studied in advance 
and given much more attention than has 
been the custom heretofore. 

14. It is desirable also to provide 
groups of shops for immediate local and 
daily needs, in contrast to larger shop- 
ping centers comprising stores for gen- 
eral needs to serve a larger territory. 
The centers providing a few neighbor- 
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hood units, such as retail grocery, meat 
market, bakery, drug-store, and beauty 
shop, can well be placed approximately 
half a mile apart. Certainly there is no 


- necessity of closer grouping. From one 


to two miles apart, larger general 
groups should be provided, giving desir- 
able locations for stores that can only 
prosper by serving a larger territory. 

15. The provision of certain open 
squares, plazas, little parks or spaces 
for fountains or a little piece of statuary 
will add attractiveness and appeal to a 
shopping center as well as civic beauty 
and adornment to the city as a whole. 
Grass, trees, flowers, shrubbery and 
garden ornaments, or park development 
can be made an integral part of new 
business centers, as is so well exemplified 
in many European cities. 

16. Reasonable regard should always 
be had for the appearance of the sides 


of shop buildings on side streets, or even 
the rear of buildings where viewed from 
the store fronts or second-story windows 
of adjoining buildings. 

The writer suggests the above princi- 
ples to focus attention upon a much 
neglected phase of land planning. Some 
of these considerations are within the 
scope of zoning and city-planning av- 
thorities ; others may be the self-imposed 
standards of real estate dealers who are 
the builders or guides of the additions 
to city areas. The underlying objectives 
are two: civic beauty and economic land 
planning. In the long run, however, 
good planning is good business. The 
economic utilization of street, park, and 
building areas in outlying shopping cen- 
ters will be decidedly helpful in ameli- 
orating the vexatious problems of traffic 
congestion and uncomfortable and un- 
sightly living surroundings. 
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THE WHEAT FARMER OF 
SOUTHEASTERN WASHINGTON 


By WILLIAM E. LEONARD 


HE visitor from the middle states 

into eastern Washington, after 

days of travel through a semi- 
desert sagebrush country, at last finds 
himself on the western slope of the 
Blue Mountains. Here the face of na- 
ture changes, becoming more kindly and 
fruitful. Should it be late in the month 
of July he sees, slowly creeping over the 
foothill wheat farms, the mammoth 
combined harvesters and threshers, leav- 
ing behind them thickly scattered sacks 
of wheat ready for the market. He also 
sees on the adjoining lands moving dust 
clouds, evidence of harrows and “slick- 
ers” at work preparing the fallow lands 
for the autumn planting of wheat. 


I. The Hill Farms of Eastern Wash- 
ington 


This is the wheat country of the 
Northwest—a region of fruitful acres 
and relatively big farms. It is an irreg- 
ular country, stretching from Umatilla 
County,’ in northern Oregon, north- 
ward through the Walla Walla County, 
through Columbia, Asotin, and Garfield 
counties to Whitman County, the last- 
named being most generally known as 
the Palouse country, which has about 
one-half of the farms found in this 
region (Chart I). The distance through 
the five counties is 150 miles. 

This is a rolling country of wind- 
blown hills, so rough, indeed, that it 


*In Umatilla County, Oregon, and Latah County, 
Idaho, the conditions are essentially the same as in 
eastern Washington, and a fuller study of this 
problem should include these counties as well. 


must be cultivated with specially con- 
structed machinery, capable of some- 
what dangerous hill work. Roads fol- 
low the valleys and here also are located 
the farmsteads. The rainfall is as low 
as a few inches up to 30 or 40 inches, 
increasing rapidly with the altitude. The 
summers are long and dry and hot. The 
late fall and early spring bring the 
major portion of the annual rainfall. 
The soil is a light, rich volcanic ash. 
Erosion, due to the character of the 
rainfall, is very small, so that the hill . 
tops are rich and fertile. Neither the 
cyclone nor the savage thunderstorm 
visit this country; and the only storm, 
dreaded but not feared, is the occasional 
dust storm of summer. 

The summer fallow system of cultiva- 
tion is found everywhere in this region 
except here and there in the valleys 
where irrigation becomes possible. The 
Walla Walla Valley is such a region, 
and this is intensively cultivated in 
fruits and vegetables. Summer fallow 
requires that one-half of the land of 
each farm lie idle every year. Although 
it is not in crop, it is steadily cultivated 
to conserve the moisture and to keep 
the land free from weeds. The other 
half of the farm is in wheat. This type 
of farming explains in part the preva- 
lence of large farms. Outside the val- 
ley regions it is strictly a one-crop coun- 
try. 
In the production of its one crop, few 
countries can surpass it. Within these 
counties is found about one-third the 
normal wheat acreage of the state, yet 
it produces from 45% to 60% of the 
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ordinary annual product. These coun- 
ties had, in 1920, an average of 24.5 
bushels to the acre, while all the other 
counties of the state gave 12.7 bushels, 
the latter being about the average yield 
for the whole nation. The discovery 
that the hill land of this region could 
produce wheat seems to have been made 
when, in 1863, a farmer, as an experi- 
ment, planted 50 acres of hill land to 
wheat and harvested the next year 1,650 
bushels—a 33 bushel to the acre crop 
—and the historian remarks that “No 
more important discovery has been 
made in any country.” True it is that 
the better lands, rough lands far up the 
mountain slope, when not too rough, 
give not only the largest yields, but 
also are the surest from year to year. 


Chart I 


COUNTIES OF SOUTHEASTERN WASHINGTON 
According to Productive Qualities 


Stories are told of wheat going 40 or 
more bushels to the acre without a crop 
failure in 25 years. This is from foot- 
hill land. 


Risks of Wheat Farming 


And yet the wheat farmers here labor 
under singularly high risks, and any 
clear understanding of the present situa- 
tion requires that these should be 
known. The land everywhere is excep- 
tional in its fertility. However, the 
deficiency in rainfall, together with its 
irregularity, is a most important limit- 
ing factor. On or near the crest of the 
Blue Mountains, the rainfall may range 
from 30 to 50 inches with both regu- 
larity and certainty. Moving westward 


en) ~ 30 and above bushels per acre. 


Super-marginal land. 
~ 20 to 30 bushels. 
Marginal land. 
Under 20 bushels. 
Sub-marginal land. 
Note: Classification represents approximations 
under average conditions. 
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down the foothill country the amount 
rapidly diminishes and its uncertainty 
and irregularity rapidly increase. West- 
ward 50 to 75 miles from the Blue 
Mountains, it drops to 5 or 7 inches. 
Within this area, 75 by 150 miles, are 
found really three belts of land. These 
may be spoken of as super-marginal, 


marginal, and sub-marginal soils (Chart ° 


I). The boundaries between these 
three classes of land cannot be perma- 
nently and exactly drawn since they shift 
with the rainfall. The super-marginal 
lands are very limited in amount and 
are found up on the foothills. These 
lands rarely, if ever, fail to give good 
crops. The rainfall is sufficient both in 
quantity and regularity. Here farmers 
can make a profit even when prices are 
very low. 

Marginal lands are much more abun- 
dant and are those which under ordi- 
nary conditions may be expected to give 
good crops. Occasionally crops fall 
short because of seasonal variations, and 
if a low yield and low prices come the 
same year, farmers lose heavily. 

Sub-marginal lands promise nothing 
in the way of a sufficient rainfall. Yet 
now and then come favorable seasonal 
conditions enabling farmers to produce 
extraordinary crops. These favorable 
seasons may last for several years, to 
be followed by many lean years. 

Naturally, the demand for super- 
marginal lands far exceeds the supply. 
Their values have long been high and 
the temptation is always present to run 
up their sale prices beyond their pro- 
ductive worth. Probably these lands 
have long been overcapitalized. Failing 
to get the best lands, farmers go to the 
land of the greater risk. Here in ordi- 
nary years they prosper, sometimes 
famously, certainly in years when both 
climatic and price conditions are satis- 
factory. Here, too, they fall upon hard 


years and lose heavily from the oppo 
site conditions. In a series of good 
years the demand for these lands also 
exceeds the supply and then farmers 
take a chance on lands of the greatest 
risk—those spoken of as sub-marginal. 
On these we find many a record of 
blasted hopes and lost fortunes. Were 
it possible to draw definite lines between 
the best, the good, and the poor lands, 
one of the large risk elements might 
be eliminated. This cannot be done 
since it is not so much a matter of soil 
differences as of rainfall. Until scien- 
tists are able to untangle the mysteries 
of the weather cycle, the farmer, in this 
region particularly, always faces the 
dangerous possibility of being tempted 
too far out upon sub-marginal lands. 
The Washington wheat farmer faces 
another risk not found to the same ex- 
tent elsewhere. There is a great variety 
of local conditions to which he must ad- 
just his operations. These arise out of 
differences of altitude, the varying char- 
acter of prevailing winds, differences in 
the amount of thawing and freezing, 
differences arising from northern and 
southern exposures. Two farms in the 
same community may be so different as 
to require entirely different methods of 
treatment. These local differences 
have, therefore, made necessary much 
experimentation. Success in farming 


TaBLe I. YIELD OF WHEAT PER ACRE IN 
Five EASTERN WASHINGTON COUNTIES 
CoMPARED WITH ALL OTHER COUNTIES 

OF THE STATE* 


Eastern WasHINGTON CouNTIES Aut Orner Counties 
Av Percent-|Percent-|| Average |Percent-|Percent- 
Yiel age of | age of Yiel age of | age of 
Year r Acre ‘otal otal r Acre otal otal 
bushels) | Acres | Product fbushels) Acres | Product 
1900 | 23.0 48% | 60% 16.0 52% | 40% 
28.4 30 45 15.2 55 
1920 24.5 34 50 12.7 66 50 


* Data from United States Census. 
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Chart 11 
Changes in Size of Farms in Eastern 
Washington Counties 


KK] 


50 to 500 Acres 


here often comes as the result of rightly 
chosen adaptations. As a result, prob- 
ably in no wheat country are so many 
varieties of wheat grown. Men have 
discovered that one kind of wheat has 
greater drought-resisting powers; that 
others give rapid growth and early ma- 
turity; that some will stand much freez- 
ing, while others, little; one grade of 
wheat may be good for winter planting, 
but very poor for spring planting. 
These local differences have some effect 
also upon the milling qualities of wheat. 

Another puzzling matter for the 
wheat farmers is when to plant. This 
is a winter wheat country. Few farmers 
expect to plant any other kind, yet the 
possibility of having to do so always 
exists. No one can predict the coming 
of the fall rains and it is unsafe, often 
impossible, to plant earlier. They may 
arrive early, they may be abundant, the 
planting gets'a fine start and an excel- 
lent growth is made through the fall 
months, and this almost certainly means 
a big harvest. Rains may, however, 
come late, the planting gets a slender 
start and the winter freezing is upon it; 
or the early snow-cover may melt, leav- 
ing the plants exposed to much alternate 
thawing and freezing, and this is an 
ever-present danger. Replanting to 


spring wheat is a heavy additional ex- 
pense. Most of all, spring wheat faces 
an even greater hazard, that of an in- 


sufficient rainfall in the early spring 
months. Rarely does the spring crop 
equal the ordinary winter wheat yield. 


II. Economic Conditions in Pre-War 
Days 


In the years before 1900 the 160- 
acre to 320-acre farm was all but uni- 
versal. Everywhere in those years each 
homestead supported its family, or 
aimed to. Even today along the road- 
sides appear evidences of abandoned 
farmsteads, and in one journey of a hun- 
dred miles in three counties of this 
region, 30 such abandonments were 
counted. The farmstead, but not the 
land, has been abandoned; that has be- 
come a part of a larger farm. In the 
meantime the permanent population has 
changed. “Forty years ago,” a chron- 
icler tells us, “I taught a country school 
of 60 students. This district is now 
combined with six others and has an 
enrolment of 65 students.” This does 
not mean necessarily a decline in the 
population. The statement applied only 
to such regions as had been settled. 
Now population has spread itself out 
thinly over a much larger area of the 
country. 

Size of Farms 


Up to 1920 two clear tendencies 
showed themselves as to the size 
of farms in eastern Washington 


TasLe II. CHANGES IN THE SIZE OF 
Farms IN EASTERN WASHINGTON, 
1900-1920* 

Number of | Number of 
Year | Small Farms, | Middlesized | Farms, 

Up to 50 Acres 90 vo $00 Renee 500 Acres Up 
1900 604 4,069 898 
1910 1,019 35657 1,565 
1920 1,287 3,111 1,674 


* Data from United States Census. 
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(Table IL). If we can assume a middle- 
sized farm to be from 50 to 500 acres, 
and that farms above this amount are 
large and those below small, it appears 
that the original middle-sized farm— 
the old homestead type—is slowly dis- 
appearing. On the one hand, the farm, 
if capable of irrigation, tends towards 
subdivision into a half-dozen or more 
farms and these are intensively culti- 
vated. But in the dry-land, wheat-rais- 
ing sections, farms have been steadily 
growing larger. This was certainly true 
up to 1920. Since then competent ob- 
servers believe that there is a tendency 
in the opposite direction. 

In this period of 20 years, small 
farms in the counties studied more than 
doubled in number—604 to 1,287— 
while the number of middle-sized farms 
has been reduced by one-fourth—4,069 
to 3,111—and the number of large 
farms has almost doubled—898 to 
1,674. This is not entirely the result 
of new farms being created; for in these 
years only 200 additional farms have 
been made. The process is largely one 
of subdivision and combination. The 
largest of the large farms run into 
25,000 or 30,000 acres. 

The more significant fact is of an- 
other sort. The small farms, because 
of their few acres each, make up a very 
small fraction of the acreage of all 
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farm land in this area (Chart II). The 
total holdings in small farms would not 
reach 50,000 acres, or something like 
2% or 3% of the 2,000,000 acres of 
farm land in these counties. At the 
other extreme, however, a conservative 
estimate of the acreage.in farms above 
500 acres in size certainly would not 
fall short of 75%, or a total of 1,200,- 
ooo acres. The medium-sized farms 
may aggregate an acreage of 800,000, 
but this, as stated above, is steadily be- 
coming smaller. 


Trend of Land Values 


Any review of the local wheat farm- 
er’s present situation would be incom- 
plete if it did not give attention to the 
matter of land values (Table III). 
From 1900, or thereabouts, to 1920, 
values advanced at a rapid rate. With 
some local differences this was true for 
all eastern Washington. Considering 
the region as a whole, the average farm 
in 1900 was valued at $7,300, or $12 an 
acre. In 1920 the same average farm 
carried a value of $41,000 at $66 an 
acre. These values were arrived at by 
considering all farms whatever their 
character or size. The greater part of 
this increase, it should be noted, took 
place before the war. From 1900 to 
1910 farm values increased about three- 


EASTERN WASHINGTON, 1900, 1910, 1920* 


1900 1910 1920 
es $ 3,408 $ 9.42 | $11,539 $25.71 | $20,679 $34.53 
Columbia......... 7,293 14.68 21,464 39.24 473853 77.30 
Garfield.......... 5,872 8.05 225392 28.72 48,364 53-17 
Walla Walla...... 13,586 16.81 28,574 45.36 43,072 76.67 
Whitman......... 6,330 12.67 21,756 46.45 45,913 91.47 
ee Te $ 7,297 $12.30 | $21,145 $37.05 | $41,180 $66.60 


* Data from United States Census. 
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fold; from 1910 to 1920, twofold. 
Were it possible to segregate wheat 
farms from others, the average value of 
the wheat farms alone would run beyond 
$41,000. As will be shown later, this 
high value is due, not to enhanced value 
of improvements, live stock, and ma- 
chinery, but to land as land. 


Years of Prosperity and Expansion 


The years immediately preceding the 
World War brought unexampled pros- 
perity to the wheat growers of Washing- 
ton. No period before or since can be 
compared to those years. The average 
yield of wheat in the whole state for the 
four years, I9II to 1914, was 22.5 
bushels to the acre, and for eastern 
Washington it must certainly have been 
beyond 30 bushels. The average price 
ranged about 80 cents a bushel, giving 
an acre of wheat a value of $25. Costs 
of production ran low. Farm machin- 
ery and all supplies were moderately 
priced, labor had not yet risen to any- 
thing like its present high level, and the 
tax burden was light. Farmers generally 
lived on and worked their own farms; 
they yet followed the simple life, for 
they were not far away from the earlier 
pioneer days of hardship. Every cir- 
cumstance seemed to work to the farm- 
er’s advantage. He was rapidly grow- 
ing rich. 

For the first time the increasing 
wealth of farmers opened up for them 
new possibilities in a way and to an ex- 
tent quite beyond any earlier expecta- 
tions. They were getting rich, why not 
get richer? They began buying more 
land, scarcely stopping to higgle over its 
price. They expanded their equipment, 
adding every type of new machine how- 
ever expensive it might be and however 
temporary its usefulness might prove 
to be. Rich men should live in a manner 


becoming the rich, and thus they in-: 


dulged new and expensive habits of life, 
as, of course, was natural. Often they 
acquired elaborate and beautiful homes 
in the city for winter residences; still 
oftener they got the “high-powered 
fever” and a hankering for California 
climate. The standard of life for the 
farmer class was on a decidedly stiff up- 
grade. 


III, What the Great War Did! 


The war created no new tendencies; 
it did, however, add a new impulse to 
old ones. Farmers heard and responded 
to the call, ““Raise more wheat and win 
the war”; the guaranteed price seemed 
in those early days a most generous one, 
seemingly large enough to remove one 
of the big risk elements to the wheat 
grower. With a new energy and with 
an intensified motive, they went about 
the business of getting this essential war 
product. More new and poor land, sub- 
marginal land, went into wheat. More 
land was purchased, often by tenant 
farmers, who now saw their way clear 
to ownership. The farmers had excel- 
lent credit at the banks, and, in addition, 
the Federal Farm Loan System was now 
at their service. Most farmers went 
heavily into debt. Farming assumed 
more and more the nature of a capitalis- 
tic business. 


TaBLeE IV. WHEAT PRoDUCTION IN THE 
STATE OF WASHINGTON 


BeforetheWar| War-Period | After the War 
IQII-I914 IQI5-1919 1920-1923 


Particulars 


Average acres... . 1,776,000 2,062,000 2,457,000 
Average yield, 

bushels........ 40,312,000 37,512,000 47,516,000 
Average bushels 

per acre........ 22.5 19.0 19.4 
Average price 

per bushel...... $0.80 $1.65 $1.02 
Average gross in- 

come per acre .. $18.00 $31.35 $19.78 


* Data from Yearbooks of United States Department of Agricul ure 
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And now the picture begins to change. 
Washington wheat farmers had reached, 
or were reaching, as it later proved to 
be, the end of really good years. Many 
of the favorable conditions existing be- 
fore 1915 now turned against them. In 
the first place, a series of relatively dry 
years came, reducing the average yield 
of wheat in the state of Washington 
from 22.5 bushels per acre to 19.0 for 
the years of the war (Table IV). In 
the eastern Washington country it must 
have fallen much below 25 bushels. 
This was a serious matter in the light of 
the new costs of production, the im- 
portance of which at this time could not 
be realized. The cost of labor, never 
before a matter of great concern, now 
became a major problem and continues 
to be such. The farmer, in the war 
years, had to compete with mines, ship- 
yards and forests for labor, and at best 
could obtain but low-grade, reluctant, 
and turbulent workers. The prices of 
farm supplies of every sort rapidly rose 
to double their pre-war level. The 
wheat farmer, like any one-crop farmer, 
is peculiarly dependent upon the retail 
merchant. In this country on dry lands, 
there are great difficulties in raising 
gardens, and even cows and pigs are a 
nuisance. Thus it is that the wheat 
farmer, especially if operations are on 
a large scale, must run heavy store ac- 
counts to maintain both his farm and 
his household. In the war period the 
farmer had to set an unusually fine table 
to retain his harvest help. 

Then, too, for the first time, the 
weight of an increasing tax began to be 
felt. Often, in the earlier days of the 
war, the farmer voted taxes upon him- 
self for improved highways and the 
like; more often they were thoughtlessly 
voted by everybody without any consid- 
eration as to when or how they might 
be paid. In his manner of life, too, as 


with all the rest of us, wise and frugal 
spending became a lost art. 

The guaranteed price of $2.25 was 
a basic price, but no one ever realized 
that price except the man who could 
haul his wheat to some primary market. 
Eastern Washington farmers were far 
distant from any such market. Further- 
more, new and rigid grading and inspec- 
tion laws were put into operation, which, 
farmers assert, have worked to their 
disadvantage. When full account is 
taken of all the additional costs of pro- 
duction of war wheat, the high profits 
of farmers fade rapidly away. 


IV. What the Crisis of 1920 Did! 


The autumn of 1920 found the 
farmer in a situation somewhat as fol- 
lows: His wheat, and this was for the 
whole state, ran 17 bushels to the 
acre, while its price was in the neighbor- 
hood of $1.35 a bushel. At this yield 
and price only the exceptional farmer 
could strike an even balance sheet. For 
we must remember that he was heavily 
in debt; some debts having been un- 
wisely contracted in the purchase of 
land; some because of high costs of 
production, including taxes; some the 
result of speculative ventures outside the 
field of agriculture. There were some 
farmers, of course, who were content 
not to expand. They took advantage of 
earlier conditions to free themselves of 
debt and once out, stayed out. As it 
turned out, however, these were the 
lucky ones, but they were in the great 
minority. 

From that date of price collapse to 
this, farmers have had a stiff struggle 
against overwhelming odds. At this mo- 
ment the final outcome is not certain. 
Doubtless the financial situation of pres- 
ent-day farmers is not harder than it 
was for their fathers in 1893 and the 
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years following. Now, however, they 
are suffering more keenly for the very 
good reason that they have much more 
to give up than their fathers had. Then 
farmers were accustomed to the simple 
life—a life accompanied by privation 
and hardship. That kind of a life 
seemed quite the natural order of 
things. This is not true for the present 
generation of farmers; they have long 
had an abundance of all necessaries of 
life and a fairly good taste of luxuries. 
To give up some portion of this abun- 
dance, to return to a simpler life, as now 
seems desirable, is a testing of nerve 
_and fiber such as these people have not 
known. If this alone is the key to the 
solution of today’s wheat-farming prob- 
lems, we may look forward hopefully, 
for it is impossible to think that these 
people have permanently lost anything 
of their rugged virtues. 

In greater detail we shall now look 
the farmers’ immediate question fairly 
in the face. 


Effects of the Trend of Land Values 


Take the matter of land values. In 
1920, land prices reached their summit, 
stood at that point for a brief time, 
then plunged downward; and there 
prices have remained. For men over- 
stocked with land and at the same time 
heavily in debt this was a most serious 
matter, for fully 90% of their wealth 
was in land and its improvements. There 
has been no demand for land at any 
price, and even the sheriff has had diffi- 
culty in getting offers large enough to 
cover the amount of the mortgage rest- 


* By real value I have in mind the closest ap- 
proximation that is possible between the sale price 
of land and the values that the land on the aver- 
age will produce on the basis of the average prices 
for the product from the land. That is to say: An 
acre of land averaging 10 bushels to the acre 


ing upon land under foreclosure pro- 
ceedings. The men in possession of un- 
encumbered land in 1920, who were 
content with their holdings, and who 
have since practiced economy and man- 
aged carefully, have held their own; a 
few of them have made money. Other 
farmers are in three classes: (1) In the 
first group come those who for many 
years held heavily mortgaged farms. 
These debts were not a source of any 
great concern, because the farmer 
hoped for some favorable turn of af- 
fairs which would wipe the slate clean. 
Since 1920, these men have had a des- 
perate struggle to save any part of their 
holdings. (2) More numerous are the 
men who owned land, were free from 
debt, but wanted more land, purchased 
at war prices, plastered the free land 
with mortgages, and are now threatened 
with foreclosure proceedings on both 
the old and new holdings. (3) Finally, 
there are tenant farmers who, in the 
prosperous years before 1920, had ac- 
cumulated $10,000 to $30,000 and 
bought land on a conditional sale. Only 
the exceptional man among these has 
weathered the storm. Most are back 
again in the tenant class, a most unfor- 
tunate and discouraged group of men. 
Merely a casual study of farm values 
in this region brings into view an out- 
standing fact of great importance. In 
the purchase of land men have been 
paying prices much beyond its produc- 
tive value.? As has been mentioned pre- 
viously, while the average farm was 
increasing from five- to sixfold in value, 
the value of wheat raised from an acre 
of land tells quite a different story. 


above normal costs during the past five years, 
with an average December price of $x over the 
same period, at a current interest rate of 6%, be- 
comes worth $166 per acre. This I am thinking 
of as its productive value. I am, of course, aware 
that other factors may contribute to value besides 
productive capacity. 
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Taste V. Tue Part or Eacu $1,000 
WortTH OF Farm Property Wuicu Is 
REPRESENTED BY LAND ONLy* 


Location 1900 1910 1920 
United States...... $639 $695 $704 
Washington....... $690 $810 $750 
Whitman County..| $732 $818 $8. 
Garfield County...| 675 800 836 
Columbia County..} 743 818 847 
Walla WallaCounty} 783 848 837 
Eastern Washington] $733 $821 $841 


* Data from United States Census. 


From 1911 to 1914, an average acre of 
wheat in eastern Washington produced 
a value of $18; from 1915 to 1919, the 
same acre brought a value of $31; from 
1920 to 1923, its value fell to $19. This 
is to say, an acre of land came in 1920 
to bear no correspondence to what it 
might reasonably be expected to pro- 
duce. 

In this connection another outstand- 
ing fact is of even greater importance. 
In buying an eastern Washington farm, 
the value attributed to the land only is 
abnormally large (Table V). Take, for 
instance, the year 1900: of every $1,000 
invested in farm property in eastern 
Washington, $733 went into land, while 
the remainder of $267 took the form 
of improvements, live stock, and ma- 
chinery. For the state as a whole $690 
was in land, $310 in improvements, and 
so forth. Compare this with 1920: 


Chart 


The Part of Each $1,000 in Farm Property Attributed 
te Land andito All Other items of Value 


Land now stands at $841 out of each 
$1,000, and all other values drop to 
$159. This leads directly to one con- 
clusion — namely, the land factor has 
been taking the lion’s share of the farm- 
ers resources (Chart III). The 
farmer has been paying so much for 
his land that he is left without adequate 
working capital. Confronted with this 
situation he is forced to do one of two 
things, either mortgage his land or be- 
come dependent upon the bank for 
working capital. In many cases he is 
forced to do both. 


Mortgage Indebtedness 


The farmer’s mortgage indebtedness 
is no longer a millstone, it is a mountain. 
From 1910 to 1920 mortgage indebted- 
ness for all these counties has doubled 
(Table VI), and during the past five 
years it has grown rapidly. The mort- 
gage debt on the average mortgaged 
farm now is not far from $7,000. It is 
not known what percentage of all farms 


TABLE VI. MortGaGe INDEBTEDNESS IN FIvE EASTERN WASHINGTON COUNTIES, 
1910-1920* 
Number of Percentage Number of Average Probable Percentage 
Year Fa Report- Total of In 
a Re porting ing Amount of Mestangs 1910-1920 
1910 1,791 28.7% 1,195 $3,678 8 6,587,298 
1920 1,843 30.3 1,279 7,098 | 13,076,614) 98.5% 


* Data from United States Census. 
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are under mortgage, but on the basis 
of those which reported, 30% were un- 
der mortgage debt. This is, as all ob- 
servers agree, much below the real 
facts. A very well informed abstractor 
in one of the counties containing 50% 
of all the farms in this region, on the 
basis of a partial but careful study, gives 
the total for that county as $21,000,- 
000, in 1924. If this is an approxi- 
mation to the truth, this means a 
$7,000 debt on every farm in the county 
and a total for these five counties, ap- 
plying the same average, of more than 
$40,000,000. In the period of war in- 
flation, 1920, the farm property for 
these counties, according to the United 
States Census, was $232,000,000. The 
above debt of $40,000,000, therefore, 
constitutes 18% of the total farm value. 
But it must be borne in mind that since 
1920 farm values have dropped from 
25% to 50%; consequently, the ratio of 
debt to mortgage rises to something 
like 40% or more. 


Chattel Mortgage Indebtedness 


Moreover, the above analysis takes 
no account of the chattel mortgage. The 
story of this form of indebtedness dur- 
ing the past 10 years is an interesting 
one and in part graphically told in the 


Chart IV 
Number of Chatte! Mortgage Loans in 
Eastern Washington Counties* 
Number 
| 
1,200 Whitman County 
Walla Walla County —.—.= 
1,000 
Columbia County —— — — 
800 
600 
00 
200 
200 — 
1914 1916 1918 1920 1922 1924 
Total 532 863 892 1,206 1,455 
*Data from county records 


v 
nad Average Size of Chattel Mortgage Loans 


in Eastern Washington Counties* 
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*Data from county records 


accompanying charts. In number chat- 
tel mortgages have increased almost 
threefold (Chart IV); they have rap- 
idly increased in size (Chart V); and 
more important yet, in total amounts 
they have grown enormously—from a 
million and a half in 1914 to more than 
six and one-half in 1924 (Charts VI and 
VII). 

The chattel mortgage may be thought 
of as a somewhat accurate barometer of 
agricultural conditions. When consid- 
ered in this light, it may be well to call 
attention to several facts: 

1. The amounts of these loans do not 
necessarily measure the total volume of 
outstanding chattel mortgage debts for 
any year. They are short-time loans, 
some of them on the basis of demand, 
some of them for a period of three 
years, or possibly more. Probably dur- 
ing any one year, many short-time loans 
are canceled out; probably also many 
represent a series of renewals and cu- 
mulations, as in the case of Mr. X, who 
in January borrows a sum of money for 
six months and at the end of the period, 
being unable to pay either principal or 
interest, makes a renewal covering both 
for another period, and so on for sey- 
eral years before he is able to square 
himself. In such cases, and there are 
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ols Total Amounts of Chatte! Mortgage 


of Dollars Loans in Eastern Washington Counties* 


Whitman County 
3,000 Walla Walla County 
Columbia County 


a 


- 


o& 
1914 1916 1918 i 1922 1 
‘Total $1,410,000 ‘$3,204,000 $3,750,000 $5,466,000 "$6,641,000 


Number of Farms, 1924: Whitman, 2,957; Walla Walla, },502; Columbia, 622. 


*Data from county records 


many of them, the weight of interest 
accumulations becomes heavy indeed. 

2. The chattel mortgage is in the 
nature of a last extremity loan. Some- 
times the borrower gives his machinery 
as security, sometimes his live stock, 
very frequently the next year’s crop, and 
in the typical case all three. This is a 
dangerous kind of loan, for it may in- 
volve the farmer’s working capital and 
his future labor. 

3. The chattel mortgage is the ten- 
ant’s only method of getting loans. At 
the present time the banks are painfully 
exacting as to the security which they 
will accept. In the case of a landowner, 
the chattel mortgage usually means that 
his land has already been mortgaged, 
possibly to the limit, and that he is now 
driven to the extremity of pledging his 
working capital and his future labor. 

4. Normally the chattel mortgage is 
given to the local bank and at a current 
rate of interest quite too high for farm- 
ers to meet successfully. 

5. It is interesting to note that 60% 
of chattel mortgage loans are made in 
the last four months of the year, Oc- 
tober being apparently the month of 
greatest need (Chart VIII). In No- 


vember and December the demand for 
such loans drops off rapidly. Presum- 
ably the major portion of these late 
autumn loans are for short-time pur- 


poses—for some immediate need in get- 
ting the year’s crops on the market, and 
these will be paid when the crop is sold. 
Such loans may not indicate anything 
more than a temporary shortage of 
working capital. It is true also that 
there is an important unknown fraction 
of these autumn loans, together with the 
loans running through the other months 
of the year, that are made after the 
year’s crop has gone to the market. 
This, of course, means that some future 
crop is pledged for the payment of 
loans. In general, the chattel mort- 
gage as we find it at the present time 
seems to indicate a critical condition 
among farmers. 


The Effect of Taxes 


The pinch of taxation upon farmers 
since 1920 has been sharp, and it still 
hurts. These people are convinced that 
they have been paying more than their 
just share of taxes, and their protests 
have been loud but unavailing. They 
call attention to many well-authenticated 
cases in the district where from 20% to 
40% of the gross income from farms 
has gone into the public treasury. They 
call this confiscation, and it must be ad- 
mitted that farm tax burdens seem to 


Chart VII 


Chattel Mortgage Indebtedness, per Acre, of All 
Improved Land in Eastern Washington Counties 
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point in that direction. And yet there 
is great difficulty in proving what seems 
to be a fact. This much, however, is 
true beyond all doubt—the farmer has 
a form of property not easily hidden 
from the eye of the assessor; it is easily 
valued; and a land tax cannot be shifted. 
Moreover, the farmer is farthest re- 
moved from tax authorities and his pro- 
tests, therefore, seem less immediate. 

In three eastern Washington counties, 
comprising 85% of the farms in the 
region under discussion, there has been 
a definite shift to the farmers of higher 
assessed values than prevailed before 
1920. Of this there is ample proof in 
the assessor’s reports. In these reports 
it is possible to divide property into two 
classes: farm property (land and im- 
provements) and all other property. 
From 1912 to 1915, a pre-war period, 
farm values were 50.4% of all values 
for state and county tax purposes, and 
all other property constituted 49.6%, 
practically a fifty-fifty division (Table 
VII). 

From 1916 to 1919, the war period, 
this division remained practically un- 
changed, at 50.9% to 49.1%. That is, 
in these eight years of generally good 
times for all classes, the division be- 
tween farm and other property values 
was very even. Note, however, what 


VII. Equatizep ToTaL VALUES OF 
ALL Property IN EASTERN WASHINGTON 
CounTIEs FOR Purposes OF STATE 
AND County TAXATION 


Class Before theWar| During the War | After the War 
I9QI2-1915 1916-1919 1920-1924 
All Agricul- 
tural Prop- 
150.4% 50.9% 55-3% 
All Other 
Property | 49.6% 49.1% 44-7% 


Does not include’personal property tax of the farmers. 
Compiled from the Annual Reports of County Auditors. 


Chart VIII 
Placements of Chatte! Mortgages, in Eastern 


Washington Counties, by Months, 1924° 


(Whitman, Walla Walla, Columbia Counties) 


Jan. Feb. Mar. Apr. May June July Aug. Sept. 
*Data from county records 


happened in 1920 and after that year 
(Table VII). From that date to 
1924, farm values have been 55.3% of 
all taxable values, while other property 
has dropped to 44.7%. Here is found 
a definite transfer of values, and hence 
a transfer of some portion of the tax 
burden, since upon these values a uni- 
form tax rate is placed. For the yearly 
variations, see the accompanying graph- 
ical figure (Chart IX). 

Put in another form, the same facts 
appear as follows: the yearly average 
assessed value of all farm land and im- 
provements in the three counties from 
1913 to 1919 amounted to approxi- 
mately $42,500,000, but from 1920 to 
1924, it amounted to $53,000,000 and 
over, an increase of 25%. For the 
same periods in the case of all other 
property, the increase was less than 2%. 

It is clear, then, that compared with 
other taxable property, farm property, 
in recent years, is offering a larger and 
larger fraction of total values for taxa- 
tion. Why should this be? If for the 
seven years preceding 1920, a fifty- 
fifty relationship between these two 
classes of property was an equitable one, 
why should it not be after 1920? 

The explanation appears in this form: 
On the tax books farm property values 
show an advance in 1920 of some 30%. 
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—o Equalized Valuations for Purposes of Taxation 
in Eastern Washington Counties, 


Farm Land and Improvements=—=| 


All Other | \ 


= 


& 8 & 


1913 1914 1915 1916 1917 1918 1919 1920 1921 1922 !1923 1924 


*Data from county records 


Assessors justify this on the sale prices 
of lands. That these were highly in- 
flated prices was no concern of theirs. 
It was, however, a matter of concern 
to all farmers who found themselves 
paying taxes on lands valued much be- 
yond their productive earnings. Since 
1920, although the actual value of land 
has fallen from 25% to 50%, yet for 
tax purposes, land is rated much higher 
than in 1917 and 1918. Only a part 
of wartime inflation has come out of it, 
so the tax records seem to show. 

In the case of other property there 
was a very small war inflation—pos- 
sibly 10% at the outside. Immediately 
thereafter its taxable values began to 
fall, and up to 1924 had fallen 12%. 
Its higher war values were entirely 


taken out and much more. For tax pur- | 


poses other property now has a lower 
valuation than it has had for at least 
IO years, except for the one year 1923. 
If the. relationship existing in 1917, 
when both forms of property had almost 
exactly the same value, could be re- 
stored, the tax value of farm property 
would be reduced by 12% and other 
property advanced in its values 5%. 
As a matter of fact, the relative real 
values of various kinds of property 
have not greatly changed in the last 
six years. There are the same farms, 
with the same sort of improvements, the 


same factories, stocks of merchandise, 
banks, town and city property, as existed 
in 1920. In addition the amount of in- 
visible property has increased greatly. 
None will contend that any of these 
have lost in real values. It is only for 
the purposes of taxation that they 
appear to have gained or lost. The 
full truth in this matter will not be 
known until some scientific study is 
made. This much, however, can be said 
with assurance: Falling prices and in- 
creasing taxes came as a heavy burden 
upon agricultural groups and are im- 
portant factors in their present predica- 
ment. 


Trends in Farmer’s Wheat Market 


Finally, in this summary of the farm- 
er’s present status, comes the question 
of the market for wheat. Since 1920 
an erratic wheat market has done much 
to wreck the farmer’s legitimate expec- 
tations, for it followed no laws within 
his understanding. He could neither an- 
ticipate nor control market movements. 
In no period since the Civil War have 
greater price variations, often within a 
few weeks and without apparent reason, 
taken place. Only one principle seemed 
to hold with regularity — prices were 
low when the major part of the grow- 
er’s wheat had to be marketed. Heavy 
interest charges, high machinery and 
labor costs pressed hard upon the farm- 
er’s heels and he had to market his crop 
immediately following the harvest, and 
then prices were always low. It is im- 
possible to measure the losses occa- 
sioned by not hitting the market right. 
To say the least, they have been enor- 
mous. If some portion of these unde- 
served losses could have been prevented, 
at least in part, the farmer’s plight to- 
day would be far different than it is. 
For this situation farmers cannot be 
held responsible. 
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Costs of Transporting Wheat 


It is also important to note that high 
costs of transport must come out of the 
farmer’s pocket. Unfortunately for 
eastern Oregon and Washington farm- 
ers, they are 300 or 400 miles from any 
primary market. They must take the 
price paid at that market, less the costs 
of transport to it. These costs have not 
been materially reduced since the war 
closed. Here, again, is a problem of 
much importance, the solution of which 
is not within the farmer’s hands. 

The above applies to every farmer, 
without reference to the kind of land 
occupied. But differences in land, as al- 
ready noted, are of the most fundamen- 
tal importance. To the users of the 
best lands, super-marginal land, prob- 
lems press lightly, unless, perchance, 
new holdings were acquired in the war 
period. Those on good lands, marginal 
land, are in a very much more difficult 
situation, even though expansion and 
debt were avoided. The yields on such 
land are always seriously affected by a 
shortage of rain; on the whole, these 
farms are larger, and, therefore, the 
costs run higher. A larger fraction of 
these people are hard pressed by present 
situations and their affairs are problem- 
atical. As for the farmers on sub- 
marginal lands,* many of them have al, 
ready given up the struggle, or are on 
the point of doing so. These become 
tenants on better lands or move away 
to the towns and cities. The question 
may be asked, why don’t they stop rais- 
ing wheat and go to a simpler kind of 
agriculture, for example, grazing? To 
the western farmer the reason is well 
known. This land, once robbed of its 


*The large body of sub-marginal lands are in 
counties north and west of the counties discussed 
in this paper. Eventually this land will come under 
irrigation, it being within the Columbia basin 
project. 


native grasses by cultivation, will not, 
so far as is now known, produce any for- 
age plant—wild mustard alone seems to 
flourish. 


Economic Position of Tenants 


As between owner and tenant, the 
latter is doubtless in the more difficult 
situation. Tenancy is rapidly increasing, 
as one of the results of large farms and 
high land values (Table VIII). The 
share system is nearly universal and this 
imposes upon the tenant a large capital 
outlay for implements and work ani- 
mals, amounting to at least $5,000, usu- 
ally more. Until he can accumulate this 
he is a heavy borrower, either of his 
landlord or at the bank. Tenants bear 
the full costs of production, and while 
their risks run no higher than for other 
farmers, they have less risk-carrying 
ability. Undoubtedly tenants are in a 
hard way and have been ever since the 
crash of 1920. 


VIII. TEnancy 1n Five EAstTern 
WASHINGTON COUNTIES* 


Total Number of Number of Percent- 
Year | Number Farms Farms age of 
of Farms | Operated by rated by | Tenancy 
Owner enants 
1900 5,870 4,606 1,264 21.5% 
910 6,241 4,640 1,601 25.6 
1920 6,072 3,943 2,129 35.0 


* Data from United States Census. 


If the foregoing is a true account of 
the farmers’ present situation, the fol- 
lowing facts should become impressive: 


1. Problems differ widely among various 
classes of farmers and especially among 
those on different grades of land. 


2. Some problems are of the farmers’ own 
making and can be solved by them 
alone. 


3. Others arise out of general economic 
conditions over which farmers have 
very little control, but from which they 
are very definite sufferers. 
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4. None of the causes of difficulty can be 
eliminated in a short time. 


V. What These Farmers Are Thinking 
and Doing 


The dark days of the wheat farmer 
class in eastern Washington began five 
years ago. Since then only passing rifts 
in the clouds have given hope for clearer 
skies. What have they been thinking in 
these years of adversity? What are 
they now doing? 

The first year, 1920, although losses 
were severely felt, farmers were not 


greatly disturbed. They had long been 


accustomed to short-time reverses and 
the loss of one year’s crop was, after 
all, not such a very serious matter. 
Next year, so they thought, things 
would improve. Europe would again 
come into the market for wheat, prices 
would surely advance, and costs of pro- 
duction would certainly fall. Things 
would be balanced speedily. In the 
meantime their debits at the bank were 
growing. 

The year 1921 brought them a 
bumper crop, 58,000,000 bushels, but 
at enormous costs, for contrary to all 
expectations those things purchased by 
_ the farmer had not fallen in value very 
‘much. Taxes began to trouble them. 
The market was frightfully disappoint- 
ing at 85 cents a bushel. Again nothing 
was made by wheat growers, and new 
and larger balances against them stood 
on the books of the banks. Farmers 
were now becoming seriously concerned. 

In 1922 the crop fell off nearly one- 
half and the price advanced to the dol- 
lar point, while the average value of an 
acre of wheat was about $14, the lowest 


‘In Whitman and Walla Walla counties the 
yearly average foreclosure sales made by the sher- 
ifs were, in 1914-1915, $100,125 ; 1916-1920, $30,806 ; 
1921-1924, $380,067; and in 1924, alone, $609,000 
(see Table IX and Chart X). 


it had reached within the memory of 
most growers. Land values were falling 
rapidly and this troubled them, since 
nine-tenths of all their wealth was in 
land and improvements. There were a 
few sales and some of them were fore- 
closures, bringing only enough to satisfy 
the holder of the mortgage. Some be- 
gan to think of Congressional relief and 
then it was that the McNary-Haugen 
idea was suggested and many looked in 
that direction hopefully. Both debts 
and taxes pressed hard. Farmers were 
now becoming desperate. 

Then came, in 1923, the biggest 
wheat crop Washington ever harvested 
—about 62,000,000 bushels—but the 
lowest price since 1915. The cost of 
production still remained high. Only a 
very slight relief from the tax burden 
had come. Rising interest-bearing debts 
now became oppressive and the banks 
were becoming more reluctant to extend 
or make loans. There was an increas- 
ing number of foreclosures, bankrupt- 
cies were more frequent, and now and 
then suicide was used as a means of 
escape. The farmer was thoroughly 
disillusioned as to any hope of. relief 
from Congress. To put the situation 


_ rr Sales of Farm Property in Whitman 

aes and Walla Walla Counties ee 
4 
aN ZL 4,000, 
7 


1914 1915 1916 1917 1918 1919 1920 1921 1922 1923 1924 


Sales under $1,000 not included 
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in the mildest way, farmers were now ‘TaBLe IX. Forectosure SALEs oF Farm 


frantic. 
The Present Attitude 


Farmers are now settling down to cer- 
tain very definite conclusions. Some of 
these pertain to themselves, some to the 
rest of us. As for themselves, they are 
fully aware of every angle of their com- 
plicated situation. They know that 
there is no easy path before them, and 
they are therefore preparing resolutely 
for a decade of concentrated struggle. 
Faith in themselves, in their land, and 
in their product, no longer wavers. 

First of all, they are studying the size 
of their farms. Do they have the 
right number of acres for economical 
farming? Some are coming to the con- 
clusion that hitherto their acreage has 
been too large. In this period of 
struggle one fact stands out. The 
farmer who has shown the greatest en- 
durance is the one who has operated a 
medium-sized farm, one of 300 to 600 
acres, varying, of course, with local con- 
ditions. For such an acreage the family 
usually can provide its own labor force, 
or obtain it through neighborly ex- 
change. The capital invested is smaller, 
enabling the farmer to have a cash 
working reserve of his own. Farm 
equipment is now available in suitable 
units for such a farm, and close personal 
attention can be given to every part of 
the business. 

Another type of farmer has also 
shown fine qualities of endurance—the 
man who, when he goes to town, takes 
with him some salable product—a few 
pounds of butter, some eggs, a pig, a 
bushel or so of potatoes, and who tries 
to limit his purchases to his sales. Such 
farmers do not fear to meet the banker 
face to face. 

These people recognize far more 


PropeRTY IN WHITMAN AND WALLA 
Watta 


Year : Number Average Amount 
1914 29 $ 4,808 
1915 16 3,800 
1916 16 2,860 
1917 9 5,099 
1918 7 2,124 
1919 4 572 
1920 3 45793 

16 15,572 
1922 23 7,567 
1923 46 11,059 
1924 42 14,000 

* Data from county records. 


clearly than ever before that they must 
ponder carefully the price paid for land. 
They admit the folly of war inflation. 

Present-day farmers are getting a 
new line on their expenditures. City 
homes, at considerable loss, are being 
disposed of, their owners returning to 
the land, there to give a more personal 
attention to the business of farming 
than they have for years. The ‘‘curb- 
stone farmer” is less numerous on the 
city streets. They are beginning to think 
that, after all, our Washington winter 
climate is quite as good for the health 
and much better for the pocketbook than 
that of California, and that a low-pow- 
ered car can operate fairly decently over 
our hill country. The tractor has lost 
much of its one-time popularity, and 
small types of the harvester and com- 
bine are proving both economical and 
efficient. Cooperative organizations 
and farm bureaus now seem much more 
worth while. The farmers’ new psy- 
chology is preparing them for the con- 
flict. They are willing to attack with un- 
diminished vigor the problems of their 
own making. They now put up to the 
rest of us our part, for it is contended 
that there are some aspects of this busi- 
i quite beyond their power to con- 
trol. 
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~ V. What the Nation Must Do 


The farmers may do their full part, 
climatic conditions may swing into fa- 
vorable cycles, yet agriculture may not 
become prosperous by these paths alone. 
There are some fundamental matters to 
which the public must give attention. 
Let us briefly review these. Take the 
matter of taxation, now resting as a 
great burden upon the agricultural 
classes. The power to vote taxes now 
rests with other classes, since, in most 
states, they have a voting majority. 
Until the general public is willing to 
deny itself in the interests of the agri- 
cultural classes, farmers must continue 
to carry loads greater than perhaps they 
ought to carry. Furthermore, the power 
to apportion the tax between farm 
property and other property deserves 
far greater attention than has been 
given in the past. It has been a very easy 
matter to shift upon farm property, be- 
cause of its visibility, some of the load 
which might properly rest elsewhere. 

The farmers are looking to the public 
for a more efficient marketing system 
than they now have. They tell us that 
under present conditions they cannot 
provide their own marketing machinery. 
Already their hands are overfull with 
problems, both intricate and difficult of 
solution. Clearly, they cannot at once 
create their own necessary cooperative 
agencies. These will come in due time, 
but it will require many years. In the 
meantime they must depend upon pri- 
vate marketing agencies, which are or- 
ganized primarily for the advantage of 
other groups than those in agriculture. 
At best private agencies give the 
farmer a market so irregular, so un- 
certain in its movements, so expensive, 
and so filled with mystery that suspi- 
cions are almost necessarily aroused. 
Farmers believe that they are entitled 


to a more stabilized and more carefully 
safeguarded market. They believe that 
even the present system can be made 
passably good through an intelligent 
public interest and wise legislation. 


Unbalanced Prices 


Finally, our attention is called to the 
totally uneven relationship between the 
general price level and that prevailing 
for agricultural products. Farmers are 
large consumers of goods. They are 
also large buyers of capital goods in the 
form of tools and machinery which 
have not fallen in price since 1920. The 
same is true of lumber and hardware 
products. Nor has the price of money 
fallen. Everything of importance which 
farmers buy from the market is at a 
high price level; everything they sell 
at a lower price level. Moreover, all 
farm debts during the war were con- 
tracted under high prices when farm 
dollars bought very little, and farmers 
are now trying to pay these debts 
in low-priced farm products. For 
this disparity between price levels, 
farmers are very sure that they are 
not to be blamed. So far as they can 
see, they had nothing to do with it. Yet 
they are caught in the meshes of an 
economic problem which has done much 
to bring them to their present critical 
situation. They are wondering if some- 
how price levels may not be equalized. 

Speaking for the farmers of eastern 
Washington, the writer is confident that 
they can and will find their way out of 
those problems which they themselves 
have made. They have had an experi- 
ence which needs no repetition. But 
they cannot solve problems of general 
economic character, and at this point 
the responsibility of the public begins. 
These problems are intricate, difficult, 
and elusive, but nevertheless remediable. 


INFLUENCE OF BUSINESS CYCLES ON 
UTILITY OPERATIONS 


By A. E. PATTON anp O. GRESSENS 


utilities are sufficiently disinct in 
nature to have economic problems 
that are peculiarly their own. The 
financial problems, the operating prob- 
lems, regulation, engineering, and pub- 
lic relations problems have been such as 
to distinguish the utilities from other 
businesses. Until recently, engineering 
problems, because of their significance 
and pressing nature, have tended to ob- 
scure other phases of utility manage- 
ment, with the result that an inadequate 
amount of rigorous study has been de- 
voted to these other aspects. This has 
been particularly true of the economic 
problems in public utility management; 
too little intensive investigation and 
careful study of them have been made. 
It has long been recognized, for ex- 
ample, that the electric light and power 
business has enjoyed comparatively 
greater financial stability and soundness 
from year to year than has the general 
run of industrial concerns. It has not 
been so markedly affected by changes 
in general business conditions. This 
characteristic has been held up as an 
advantage of the business; it has been 
set forth as an attraction to conserva- 
tive managers and as an appeal to care- 
ful investors. One reason for this 
greater stability has been the daily ne- 
cessity of electric service; another rea- 
son has been the natural and regular 
increase in the business, which has been 
due to the fact that the market has not 
yet become saturated. Careful study 
of the recent growth of the electric light 
and power industry, however, tends to 


iz is generally accepted that public 


indicate that an element of resiliency has 
been introduced and that the stability 
which has characterized it in the past 
may be somewhat modified. 


Effect of Increasing Industrial Power 
Load 


During the last five or six years, a 
great percentage of the growth of this 
industry has resulted from the develop- 
ment of industrial power. Although 
this development has made for economy 
in operation by evening the load, it in- 
troduces the uncertain problems of the 
business cycle and undoubtedly will cause 
the industry to become increasingly sub- 
ject to the fluctuations in general busi- 
ness. 

One of the problems, therefore, 
which is especially in need of detailed 
and scientific analysis is the effect of the 
business cycle on this utility, particularly 
upon its operations. The financial struc- 
tures of many public utilities indicate 
that in practice the principle is accepted 
that alternating periods of prosperity 
and depression are less telling in their 
inroads into the revenues of public utili- 
ties than they are into the sales of or- 
dinary industrial enterprises. The sur- 
vival of these companies, many of which 
have been trading on thin equities, from 
severe depressions indicates the general 
soundness of this principle. A new 
problem, however, has been introduced 
by the development of industrial power 
as a result of which more systematic 
study will become imperative to the efh- 
cient conduct of the business. 
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Essential Data to Be Studied 


In studying the effects of changing 
business conditions upon the electric 
light and power industry, several impor- 
tant considerations must be kept in 
mind. Such considerations may be con- 
sidered as presuppositions which are to 
be substantiated by statistical evidence 
presented later. In the first place, rev- 
enues of these utilities do not react to 
changing prices as readily as do the 
sales of industrials. In contrast with 
other businesses, utilities are generally 
operated as monopolies and their rates 
are regulated. The effects of the busi- 
ness cycle on revenues, therefore, in so 
far as these effects are transmitted 
through price changes, are not direct. 
Second, the prevailing practice of ad- 
justing rates for industrial power in 
accordance with the quantity consumed 
adds another difficulty because of the 
fact that the revenues of these utilities 
do not vary in direct proportion to the 
physical output. As an industry using 
electric power begins to feel a depres- 
sion, it reduces the demand for service; 
and if the reduction in demand is great 
enough, it will be obliged to pay higher 
unit rates for a smaller amount of elec- 
tric power. Under these circumstances, 
variations in the amount of revenues of 
a utility would not correlate directly 
with variations in physical output. 
Hence, even though the business cycle 
will eventually influence revenues, they 
do not furnish as satisfactory an index 
of the cyclical influences upon the busi- 
ness as do the data of the physical out- 
put. 

In the case of cyclical movements, es- 
pecially those which are chiefly monetary 
in their character, such as occurred in 
1919 and 1920, revenues prove insuf- 
ficient. On the other hand, physical out- 
put is not entirely satisfactory, for 


changes in monetary conditions are not 
directly reflected in them. These diffi- 
culties, however, do not render quantita- 
tive analysis useless. They necessitate 


that both the revenues and the physical 


output be studied together. For even 
though the comparatively rigid prices 
at which public utilities are forced to sell 
their services, irrespective of the chang- 
ing economic conditions which are 
incident to the business cycle, do not im- 
mediately reflect price changes, never- 
theless fluctuations in the demand on 
the part of consumers, which are caused 
by these changes, are reflected in the 
physical output and eventually in the 
revenues. In other words, increased use 
of power and light during periods of 
prosperity, and retrenchments during 
periods of depression, must necessarily 
be reflected in the output and finally in 
the revenues of these businesses. 

To determine precisely the effects of 
cycles, however, the different classes of 
revenues should be differentiated and 
studied in isolation. This differentiation 
should also be observed in the study of 
the physical output. 

Operating expenses, on the other 
hand, constitute a more elastic element 
in these utilities. They tend to follow 
more closely than do the revenues the 
price changes which are incident to the 
cycle. In a complete study of the effects 
of the business cycle on these utilities, 
therefore, these data must also be ana- 
lyzed, and studied together with the 
revenues and physical output. 

Lastly, a study of the growth in num- 
ber of customers should be made to de- 
termine whether such variations as occur 
in this business are due chiefly to varia- 
tions in the number of customers, or to 
changes in the per capita consumption 
of service. 

The following study was made of 
these various data in the cases of two of 
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Chart I 
Cyclical Fluctuations of Gross Revenues Com- 
pared with Curve of Business Conditions 


4 iz Company A 
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the largest electric utilities in the United 
States. The curves which are presented 
are the cycle curves of these data.1 


Cyclical Effects on Revenues 


Chart I presents the cycle curves of 
the total revenues of these two com- 
panies. On the whole, these curves show 
a great deal of similarity in their move- 
ments, with the exception of the year 
1915, when the movements were in op- 
posite directions. On the other hand, 
the timing of the movements was not 
always the same. When these two curves 
are compared with a curve of the gen- 
eral business cycle,” it can be seen at first 
glance that previous to 1919 there was 

*In each case the data have been corrected for 
secular trend and for seasonal variation. The cycle 
fluctuations, after having been expressed in terms 
of “per cent of normal,” have then been converted 
into units of standard deviation, in which form 
each series is comparable to any other series ex- 
pressed in the same units. Fluctuations of the 
curves in the accompanying charts, therefore, repre- 
sent the fluctuations above and below normal of the 
particular data in question as a result of the busi- 
ness cycle. 


not a great deal of sympathetic move- 
ment between the general business cycle 
and the cycles of these two utilities. Be- 
ginning with 1919, however, the cycle 
curves of these two companies begin to 
follow the movements of the general 
business cycle with surprising closeness. 
This is perhaps explained by the great 
strides which have been made in the 
development of industrial power in 
these years. The effects of this develop- 
ment have been undoubtedly to make 
the utilities increasingly sensitive to the 
fluctuations of general business condi- 
tions. The boom of 1920, which was 
in reality due to a tremendous inflation 
and was, in fact, a movement caused by 
the monetary conditions which obtained 
after the war, is registered in the cycle 
curves of these two.utilities by a sud- 
den, though not sustained, increase in 
monthly revenues. The subsequent de- 
pression and recovery are again faith- 
fully reflected. To what extent, how- 
ever, does the business cycle cut into the 
revenues of these companies ? 

The standard deviations of these fluc- 
tuations for company A and company B, 
respectively, are 3.850% and 4.057%. 
In other words, the most frequent fluc- 
tuations from normal for each of these 
companies were 3.850% and 4.057%, 
respectively.* It is evident, therefore, 
that the business cycle does affect the 
revenues of these companies and affects 


them in a manner increasingly in sym- 


pathy with the fluctuations of general 
business conditions, the extent of these 
? The general business curve used in this connec- 


tion is the one prepared by the Harvard Economic 
Service. 


*The standard deviation in this case has been 
calculated about the line of trend. It thus repre- 
sents the standard error from normal. Attention 
must be called to the fact, however, that the exact 
significance of the standard deviation in the case 
of a normal distribution in the theory of prob- 
ability is not applicable here. The distribution of 
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fluctuations being measured in units of 
3.850% and 4.057% of their normal 
revenues. 


Fluctuations in Output 


When attention is turned to the phys- 
ical output, which in these cases is taken 
as the total number of kilowatt-hours 
billed to customers, very much the same 
results are obtained. In view of the 
regulated prices at which the utilities 
sell their services, it would seem more 
proper to study the cyclical variations 
of these enterprises in their physical 
output rather than in their gross rev- 
enues. Chart II, which presents the 
cyclical fluctuations of the kilowatt- 
hours billed to customers, does, in fact, 
show more uniform movements between 
these two companies, and more syn- 
chronous fluctuations with the general 
business cycle. Again it is noticeable 
that there was greater similarity of 
movements from 1919 on than was evi- 
denced in the previous period, not only 
between these companies, but also be- 
tween their output curves and the gen- 
eral business cycle. Furthermore, the 
movements in these curves are of 
greater magnitude and are more clearly 
defined than in the case of the gross 
revenue curves. The standard devia- 
tions of these data also reveal that the 
fluctuations in the physical output of 
these companies about their respective 


(Footnote 3 continued from page 42) 

the monthly fluctuations about the line of trend 
would have to be normal if this precise interpreta- 
tion were to be placed on the standard deviation. 
Even if this were the case, however, it is question- 
able whether the definite interpretations from the 
theory of probability in the case of normal dis- 
tributions in frequency series could be used in the 
case of time series. In the latter case, a normal 
distribution about a trend line would perhaps be 
due to the limits of the problem in hand, in other 
words, to coincidence, rather than offering a correct 
description of this distribution in general. Again, 


Chart II 
Cyclical Kilowatt-Hours 
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norms are greater than the fluctuations 
in their gross revenues. The standard 
deviations of these companies, A and B, 
respectively, are 4.720% and 5.900%. 
Since all abnormal fluctuations have 
been eliminated in the analyses,* the 
kilowatt-hours sold thus reveal a some- 
what greater variability in response to 
the change of business conditions. 


Movements of Industrial Sales 


The industrial light and power sales, 
the cyclical movements of which are 
graphically presented in Chart III, 
show a still greater harmony in their 


-major movements than the two series 


just presented. This is true also when 
they are compared with the general 
business cycle. Beginning with 1919, 
the similarity in movements with re- 


in the case of a time series, the emphasis has been 
displaced from the central characteristics of the dis- 
tribution to the characteristics of the distribution 
at one particular time. The standard deviation, 
however, even if stripped to this exact mathe- 
matical interpretation, offers, nevertheless, a val- 
uable device to describe the extent of the fluctu- 
ations from normal. 

*Unusual monthly fluctuations which were ob- 
viously due to (1) an accounting error, or (2) 
purely sporadic fluctuations, were excluded in order 
that, as nearly as possible, a picture of the ordinary 
fluctuations from trend might be preserved. 
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Chart IIT 


Cyclical Fluctuations of Industrial 
Light and Power Revenue 
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| Company B 


is 


“a 15 16 17 18 19 20 21 22 23 24° 


spect to each other and to the business 
cycle is more marked than in the case 
of the other data. 

This is the class of revenues into 
which the business cycle makes the 
greatest inroads. Manufacturing estab- 
lishments are notedly more subject to 
fluctuating business conditions than are 
retail distribution establishments. In 
general, it holds true that there is a 
decrease in resiliency from the extractive 
industries down to the distributive in- 
dustries. That part of public utility 
revenues which is dependent upon the 
operations of industrials, therefore, is 
most affected by the varying capacity at 
which these industrials are operated. 

It is particularly noticeable that be- 
ginning in 1919 detailed fluctuations of 
the curves of income from the sale of 
industrial power show a high degree of 
correlation. This agreement in details 
is not nearly as marked in the case of 
the other data. One explanation may 
be that about this time great strides in 
the development of the use of industrial 
power were made. 

The standard deviations of these data 
for companies A and B, respectively, are 
4.751% and 6.928%. The fluctuations 
of the revenues from the sale of in- 
dustrial power, in other words, are 


measured in units of 4.751% and 
6.928%, respectively, of the normal 
revenues from these sources. These 
standard deviations indicate the greater 
amplitude of the fluctuations of these 
revenues than obtains in the case of the 
total revenues from the sale of elec- 
tricity. This is explained, of course, by 
the fact that the total revenues include 
the income from the sale of retail light 
and power, which class of revenue shows 
a greater resistance to the ups and 
downs of the cycle. Revenue from re- 
tail light and power still makes up the 
major portion of the revenues of these 
two companies. 

The industrial kilowatt-hours sold 
were not obtainable in the case of com- 
pany B. For company A, the cyclical 
fluctuations of this series are graphically 
presented in Chart IV. The years of 
general depression and prosperity for 
the period covered by these data can be 
fairly accurately traced in this curve. 
When this chart is compared with the 
chart of the total kilowatt-hours sold 
for the same company, the same differ- 
ence that was noticed between the total 
revenues and the industrial revenues is 
again apparent—a greater elasticity in 
the variations from normal. The fluc- 
tuations are, in fact, sharper than in the 
case of the revenues from the sale of 
this power. This can be explained, of 
course, on the basis of the graduated 
rates which are in general use; reduc- 
tion in demand for industrial light and 
power during depression subjects the 
customer to higher unit rates, and hence 


‘revenues accruing to the utility do not 


fluctuate so sharply as do kilowatt- 
hours billed. The standard deviation of 
this series is 7.64%, indicating that the 
widths of the fluctuations which take 
place are much greater than in the case 
of any of the other data. This is to be 
expected for the same reason that a 
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greater fluctuation is to be expected in 
the revenue from this source. 


Variations in Total Number of 
Customers 


In Chart V are presented the varia- 
tions from normal of the total number 
of customers of these two companies. 
The fluctuations in these series present 
some marked differences from those of 
the other series already examined. The 
peaks in these cases occur earlier—in 
1916 and 1917. In 1918 there was a 
decided slump in the customer cycle, due 
perhaps to the fuel economy which was 
being practiced during 1918 and 1919 
on account of the exigencies of war 
conditions. The cycle curves did not 
reach normal again until 1922 and 1923 
for companies A and B respectively. 
The peak, which was reached in 1920 
for total kilowatt-hours sold and which 
was reflected also in the revenues of 
these companies, has no counterpart in 
the cyclical variations of the number of 
customers, although in the case of com- 
pany A there was a sharp increase in 
the number of customers toward the end 
of the year. This was not, however, 
what could be termed a cycle peak. 


Chart IV 
Cyclical Fluctuations of Industrial Light and Power 
Kilowatt-Hours Billed 
Company A 
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Chart V 


Cyclical Fluctuations in Total Number 
of Customers 
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From a comparison of the charts it can 
readily be seen that the cyclical varia- 
tions which occur in these two utilities 
are least pronounced in the variations 
of the number of consumers. There is 
apparently, therefore, less fluctuation in 
the number of customers than there is 
in the per capita consumption of elec- 
tricity. There is, nevertheless, quite a 
difference in the magnitude of the cus- 
tomer fluctuations of these two com- 
panies. In the case of company A, the 
standard deviation of this series is 
2.418%, while in the case of company 
B, the standard deviation is 5.192%. 


Effect of Cycles on Number of Indus- 
trial Customers 


To be complete the study of the 
customers should be broken up into a 
study of retail customers and industrial 
customers. Such data, however, were 


available only in the case of company 
A, and are presented in Chart VI. 
Beginning in 1917 the typical cycle 
years can be fairly accurately traced in 
this curve of industrial customers. The 
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number of industrial customers thus 
shows a much greater flexibility in re- 
sponse to general conditions than does 
the number of total customers. The 
standard deviation of this series is 
2.534%. The magnitude of the fluctua- 
tions is, therefore, not very significant. 


Influence of Cycles on Operating 
Expenses 


Finally, the effects of the business 
cycle upon operating expenses must be 
studied. This study is presented in 
Chart VII. Again, operating expenses 
were not available in satisfactory 
monthly form for company B. Chart 
VII, therefore, presents the cyclical 
variations of the operating expenses of 
company A, together with the variations 
of the total revenues of the same 
company. 

The chart shows at once that the 
fluctuations of the operating expenses 
are greater in amplitude than are the 
fluctuations of the gross revenues. There 
is also a lag in time between the rev- 
enues and the expenses; operating ex- 
penses show a tendency to follow the 


Chart VI 


Cyclical Fluctuations in Number of 
industrial Customers 


Company A 
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movements of the revenues after the 
lapse of several months. The standard 
deviation of the operating expenses is 
8.037% as compared with 3.850% for 
the gross revenues. There is thus much 
greater scope in the fluctuations of the 
expenses than there is in the fluctuations 
of the revenues. Here, then, is a place 
where the effects of the cycle are felt 
rather keenly by this company. Oper- 
ating expenses can move in sympathy 
with changing conditions, especially 
changing monetary conditions, while 
there are no corresponding changes in 
the revenues which might be effective 
through prices. The cost of operation 
cannot be effectively regulated by 
governmental bodies and, consequently, 
moves in sympathy with market condi- 
tions. On the other hand, rates are 
changed only on authority from regu- 
latory bodies. Revenues are, there- 
fore, necessarily more inelastic. 

From this analysis it is evident that 
these two companies are becoming in- 
creasingly more subject to the influences 
of cyclical variations in general business 
conditions. Since 1919 they have evi- 
denced a greater synchronous movement 
than before. The influences are mani- 
fested not only in the revenues of the 
companies, but to a greater extent in the 
physical output, to some smaller extent 
in the number of customers, but to the 
greatest extent in operating expenses. 

In the case of the customer fluctua- 
tions, the variations of the number of 
actual customers are not as significant 
as the variations in per customer con- 
sumption of electricity. The number of 
customers may not change materially 
with changing business conditions, but 
their use of the service varies with their 
buying power. 

Problems which are incident to the 
electric light and power industry, there- 
fore, probably cannot be divorced from 
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general business problems, and the evi- 
dence in the case of these two com- 
panies is that the problems are becoming 
increasingly similar to those of general 
business. Present indications are that 
the greatest future development of the 
electric light and power industry will 
be in the field of industrial power. Sus- 
tained efforts to interconnect electric 
systems, to bring about diversification of 
load, and to improve load factors will 
constantly increase the importance of 
industrial power to these utilities, and, 
consequently, will make them more sub- 
ject to the influences which affect their 
industrial customers. 

If the business cycle would affect in- 
dustries in such a manner as to cause a 
lag between various industries sufficient 
to permit the recovery of one industry 
from a depression before another indus- 
try would be affected by it, then the 
interconnection of electric utilities would 
be a means to save them from the effects 
of these economic oscillations. The 
business cycle, however, does not ordi- 
narily proceed in a sequence of wave 
motions from industry to industry. 
Although there is a definite lag in the 
response of certain industries to condi- 
tions which cause either abnormal pros- 
perity or depression, yet the history of 
business cycles definitely shows that 
there are peak and slump periods when 
all industries are either buoyant or de- 
_ pressed. In a period of prosperity the 
electric utilities, interconnected or 
otherwise, would have to furnish sufh- 
cient generating equipment to handle the 
load. It is true that, through intercon- 
nection, companies can work out elab- 
orate schemes of diversification, which 
obviate the necessity of carrying a high 
percentage of reserve capacity. They 
must furnish, however, sufficient gener- 
ating capacity to handle all industries 
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Cyclical Variations of Operating Expenses 
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in times of prosperity. This neces- 
sarily means that when a depression sets 
in there will be idle equipment and de- 
creased revenues. 

The continued efforts in developing 
elaborate interconnections will probably 
tend to involve the utilities deeper and 
deeper in the problems incident to the 
business cycle. In their anxiety to work 
out diversification, they may take on an 
increasing number of off-peak indus- 
trials. This will tend to make the whole 
interconnected system more dependent 
upon the industrial load, and anything 
that will affect any one of these indus- 
tries will affect the electric system, 
unless a new industry can immediately 
be found to take its place. 

It is probable, therefore, that the 
stability which has characterized the in- 
dustry in the past will not characterize 
it to such a marked extent in the future. 
If this proves to be true, many of the 
present principles of the economics of 
public utilities will undoubtedly change, 
and one of the most important of these 
changes will be in the principles govern- 
ing public utility finance. 
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BANK FAILURES IN IOWA 
GARLOCK 


By FRED L. 


the past few years it 


has been common knowledge 

that many country banks have 
been in straitened circumstances and 
that failures have been numerous. 
Observers of the situation have attrib- 
uted these difficulties to unwise banking 
practices during the time of high prices 
immediately following the war. Some, 
more specifically, have laid the blame 
on those farmers who pressed their 
bankers for loans to finance the pur- 
chase of farm land at inflated prices; 
some have stressed the fact that bank- 
ers not only supported but also lent 
encouragement to these practices; and 
others ambiguously have named the 
“human equation” as the significant 
factor. To obtain a clearer picture of 
this troubled experience was the purpose 
of this study of bank failures in Iowa, 
where bankers’ and farmers’ distress 
has been particularly acute. 

Prior to the year 1917, when the 
Iowa banking department was estab- 
lished, statistics bearing on the subject 
of bank failures in Iowa were frag- 
mentary. Banking institutions, during 
this period, were under the supervision 
of the state auditor, whose many other 
duties, together with the necessities of 
economy, precluded the compiling and 
publication of thorough-going statistics. 
Excepting occasional reference to con- 
ditions of insolvency, failures were not 
segregated but were included in a group 
which was designated “liquidations.” 
Since the establishment of the state 
banking department, however, the 


scope and classification of statistics have 
advanced materially, so that fairly 


accurate information may be had con- 
cerning failures since 1917. 


Extent of Bank Failures 


It is noteworthy that in the last 
report of the auditor which contained 
bank statistics, issued in 1916 and 
covering the period June 30, 1914, to 
June 30, 1916, the statement appears 
that there had been only one failure 
among Iowa banks since 1907. The 
first report of the banking department, 
which covered both 1917 and 1918, 
makes notation of one failure in the 
latter year. The next year there were 
three failures; and in 1920 there was 
one. This is not an unusual record for 
a state having an average, during the 
period 1917 to 1920, of more than a 
thousand banks under its supervision, 
many of which were small and but 
recently organized. 

It would appear that the failed bank 
era did not open in Iowa until 1921. 
In that year there were 15 failures, and 
numerous other banks were reported 
to be in trouble. During the next year 
only 4 banks were closed; but in 1923 
the number rose to 24; in 1924 it 
reached 64; and from January to July, 
1925, 23 banks had failed. The total 
number of failures among banks 
organized under the state law is 135. 
To this number should be added some 
40 failures among private banks and 
a few among national institutions. 

Bank failures are significant not only 
because of their serious consequences, 
but also for the reason that they reflect 
general banking and business conditions. 


Ai 

re 

ep 

th 

| wl! 
ne 

ba 
tal 

in 

br 

ins 
| sic 
| wi 
ba: 
| mz 
to 

in 
be 
for 

inc 
lay 
| act 
ap 

| ter 
agi 

rat 

the 
rel 

| bar 
| cle: 
che 
suc 

isst 

| pre 
| ing 
fail 
wit 

of 

gen 

by 

I 

y 


BANK FAILURES IN IOWA 49 


An occasional bank failure is a natural 
result of lack of enterprise, but an 
epidemic of failures clearly indicates 
the existence of unusual conditions 
which have played upon inherent weak- 
nesses in a banking system. The failure 
of approximately one-tenth of all Iowa 
banks is by no means a normal mor- 
tality; it has provoked a searching 
inquiry into the conditions which have 
brought about the downfall of these 
institutions and is responsible for a con- 
siderable body of legislation enacted 
with the object of strengthening the 
banking system of the state in such 
manner as to render it less susceptible 
to the recurrence of similar conditions 
in the future. 

While some of these measures have 
been wisely taken, there are grounds 
for believing that the respective prov- 
inces of the independent banker, the 
law, banking supervision, and group 
action by the bankers, are not fully 
apprehended. Reform effort has cen- 
tered in means of protecting banks 
against destructive economic tendencies 
rather than in means of controlling 
these tendencies. Not until the close 
relationship between the conditions of 
banks and those of their customers is 
clearly recognized will efforts of this 
character have any large measure of 
success. In the attempt to clarify these 
issues, the following discussion will (1) 
present the story of Iowa banking dur- 
ing and immediately preceding the 
failure era; (2) analyze this evidence 
with the view of determining the causes 
of failure; and finally, (3) suggest the 
general direction which must be taken 
by reform measures. 


I. Banking in Iowa (1915-1925) 


The period of inflation. Prior to 
1915, and before the influences of the 


war were plainly felt in Iowa, condi- 
tions of banking had been comparatively 
stable for a considerable period of time. 
It was generally accepted among pru- 
dent bankers, as a principle of sound 
practice, that interbank borrowing 
should be resorted to only for the pur- 
pose of meeting seasonal or temporary 
needs. Not all bankers adhered to the 
policy, to be sure, but most of them 
admitted its wisdom. Ordinarily, there- 
fore, since reserves were somewhat in 
excess of total capital investments, 
deposits in the well-managed bank with- 
out circulation averaged somewhat , 
more in amount than loans and invest- 
ments. It was not difficult to estimate 
with fair accuracy the seasonal demands 
of borrowers and the fluctuations of 
deposits and reserves. Chart I shows 
these relationships in a typical, small 
Iowa bank. The analysis of values and 
of borrowers’ conditions was rendered 
of little difficulty by the stability of 
business conditions. 

With the coming of rising prices 
about the beginning of 1915, however, 
the incomes of bank customers began 
to swell and bank deposits started the 
upward climb which was not to end 
until early in 1920. This period, from 
I915 to 1920, as indicated in Chart II, 
brought new conditions which invali- 
dated the estimates of most bankers 
and caused many to abandon them 
altogether. Experience had taught the 
country bankers that heavy lending 
during the fall and early winter would 
be accompanied by a considerable loss 
of deposits and reserves, as during these 
seasons there is a balance of buying in 
favor of other sections of the country. 
They had also learned that loans were 
reduced during the late winter and early 
spring, while, during this period and 
the summer, deposits and reserves were 
wont to expand. 
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Chart I 


Thousands 
of Dollars 


Deposits and Loans of an lowa Bank, 
1907-1915 


Loans 


Deposits 


1907 1908 1909 1910 


Data are from actual readings, on first and fifteenth day of each month, of 
deposits and loans as given by the daily statement of condition. 


1911 1912 1913 1914 


The large volume of loans made in 
the autumn of 1915 and the years there- 
after, however, did not produce reduc- 
tions of deposits and reserves at all 
commensurate with their expectations. 
Increasing receipts, which were due to 
rising prices, had tended to neutralize 
the drafts; and, similarly, deposits 
increased during the summers to 
amounts which again upset their pre- 
dictions. Banks which had been chronic 
borrowers found the problem of liquida- 
tion solved by the unusually large supply 
of loanable funds which came to them, 
while those which were infrequent bor- 
rowers found it necessary, in order to 
employ their funds profitably, to encour- 
age borrowing by their customers. 


Rising prices affected both banks 
and their customers with an optimism 
which swept aside the conservative 
standards of experience and promoted 
extravagance and speculation. What- 
ever the customers purchased, whether 
merchandise or land, they were able to 
sell at an extraordinary profit; whatever 
was produced on their farms brought 
unusual returns. Some few persons, 
uncertain of what disposition should be 
made of the unexpected harvest, began 
reducing their fixed indebtedness. It 
was not long, however, until the con- 
tinuously rising prices, the encourage- 
ment of the bankers, and the methods 
used by the government in selling war 
securities, had convinced the majority 
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Chart II 


Trend of Price Indexes of Agricultural and Non-Agricultural 


Commodities, 1914-1924 


Percentage 
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Non-Agricultural Commodities 
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100: 
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Data are taken from Monthly Labor Review of United States 


Department of Labor, February, 1925, p. 54. 


that debt was a blessing in disguise, as 


it became progressively easier to liqui- 
date and offered a means of extending 
profit-making activities. Under the 
urge of these influences, industry ex- 
panded and thrived, promoters of all 
types came into their own, and thrift 
gave way to extravagance. Bankers 
found their accustomed standards of 
credit analysis growing obsolete, for 
values increased automatically with the 
passing of time. Hence it was that, as 
the speculative fever gained a foothold 
and grew and the demands for bank 
funds enlarged, credit was extended to 
all manner of persons on—or without— 
all kinds of security, excess lines became 
commonplace, customers’ notes given 
to promoters of questionable and fraud- 
ulent enterprises were discounted for 


1919 1920 1921 1922 1923 


rich rewards, and large sums were ad- 
vanced to land speculators. Borrowing 
for the purpose of relending became an 
established practice. Time and time 
again the banks were saved from the 
effects of their ill-advised acts by the 
continuous growth of deposits. As the 
period drew to an end, during late 1919 
and early 1920, caution was thrown to 
the wind by both bankers and their 
customers, speculation became rife, an 
enormous burden of debt was con- 
tracted, and economy was lost in a swirl 
of extravagance. 

An investigation by the United States 
Department of Agriculture’? shows the 
following numbers of sales of improved 


*Gray, L. C., and Lloyd, O. G., Farm Land 
Values in Iowa, United States Department of 
Agriculture Bulletin, 1920, No. 874, pp. 5, 9. 
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Chart III 


Indexes of Loans and Deposits of an lowa Bank, 
1914-1924 


Average Loans for 1919 -100 


Loans 


Deposits 


1916 1917 1918 


1915 


1914 
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These indexes were obtained by dividing the respective actual readings of loans and 
deposits of an Iowa bank by the average of loans for the year 1919. The 100% line, 
therefore, represents the average level of loans for 1919. In a very rough sense, the excess 
of loans over deposits represents the amount of borrowing from other banks. The particular 
bank selected for this chart has been successful in maintaining solvency but has had some 
harassing experiences. 


land in 60 Iowa counties in 1919: 
January to March, inclusive, 127; April, 
120; May, 244; June, 382; July, 367, 
August, 158; September, 16. Average 
prices per acre during these correspond- 
ing months were reported as follows: 
$237, $240, $238, $247, $255, $259, 
and $276. Furthermore, of 1,024 farms 
reported sold between January I, 1919, 
and August, 1919, more than 30% were 
resold one or more times. 

This activity in the farm lands market 
seems understandable when we look 
back at the relative price movements of 
that period. The prices of agricultural 
products rose more rapidly than the 
prices of the things that the farmers 


had to buy. In other words, gross earn- 
ings increased faster than expenses, 
leaving an ever-widening margin of net 
earnings. It is small wonder that land 
prices based upon these growing net 
earnings should be asked for and paid. 

The period of depression. Had prices 
continued rising, little may be said 
except that the ultimate break would 
have been deferred. Permanent pros- 
perity cannot be built on an economy 
which is characterized principally by 
extravagance and speculation. The 
break came, however, early in 1920. 
After a lull about the first of the year, 
during which careful observers began 
upon programs of retrenchment, prices 
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Chart IV 
Indexes of Actual Maturities of Loans and Investments 
in Three lowa Banks, 1914-1924 
Months 
70 
BankA H 
Bank C ; 
30 
20 
10 
| 1914 1915 1916 1917 1918 1919 1920 1921 1922 1923 


The indexes were derived by dividing the 12-point moving averages of monthly read- 
ings of loans and investments in each of the three banks by the 12-point moving averages 
of their respective collections and sales per month-of these loans and investments. All partial 
and full renewals were eliminated. The trend of actual maturities in Bank A approximates 
the average trend as reflected by 23 banks which were included in the study. Bank B 
failed during the latter part of 1923. Bank C has maintained a strong position throughout 
the entire period, 1914-1924. In a rough sense, this chart reflects the degree to which assets 


became “frozen.” 


suddenly broke and fell wildly until the 
middle of 1921, when the decline was 
halted (see Chart II). 

Unfortunately for Iowa, agricultural 
prices dropped farther than did the 
prices of most other commodities. Farm 
incomes dwindled rapidly, becoming in- 
sufficient, in numerous instances, to meet 
fixed charges. Hence, the liquidation of 
fixed indebtedness was rendered im- 
possible; current debts were only par- 
tially liquidated. To add to the diffi- 
culties of debtors and to the discomfiture 
of banks, a large proportion of what 


had been regarded as current indebted- 
ness was converted by falling prices into 
fixed indebtedness which would have to 
be paid, if ever, in the distant future. 
This resulted in the condition of banks’ 
assets which has been termed “frozen.” 
Nor was there much of a disposition to 
liquidate; on the contrary, borrowers 
were insistent in their demands for more 
accommodation in order to hold their 
products for better prices. It was a 
demoralizing period; one which was 
characterized by default, bankruptcy, 
reversion of land, and political disquiet. 
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Its effects on the banks were paralyz- 
ing. Large interest payments to com- 
panies holding lowa mortgages, most 
of them located in other states, and 
withdrawals of deposits to bridge the 
gap between income and expenditure, 
caused customers’ balances to fade away 
and bank reserves to become rapidly 
depleted (see Chart III). There were 
only three methods by which reserves 
could be maintained; by liquidating 
assets, by attracting new deposits to 
offset the effect of withdrawals, and by 
borrowing from other institutions. 

It is a matter of history that liquida- 
tion did not suffice in lowa as a means 
of weathering the storm. The offering 
of high rates to time and savings depos- 
itors had some effect in encouraging 
economy and enabled some Iowa banks 
to attract the deposits of others which 
did not engage in the practice, but its 
chief effect was to increase the operat- 
ing expenses of banks. As a means of 
maintaining reserves it likewise fell far 
short of requirements. Virtually all 
banks were forced to borrow. Most of 
them were able to get the assistance 
that was needed during the period of 
reserve stress, and, by capital assess- 
ments and passing of dividends, charged 
off a sufficient amount of their losses so 
that they now may be regarded as sol- 
vent. Banks which had exhausted their 
borrowing power during the period of 
inflation and those which have been 
unable to make provision for their 
losses, however, have been forced to 
extreme limits. A small number of 
them early succumbed under the strain; 
others, receiving partial assistance, con- 
tinued the struggle for a time but later 
fell into receivership. The majority of 
failures, as has been seen, occurred dur- 
ing the period, 1923 to 1925, several 
years after the price decline had been 
halted. 


II. Causes of Failure 


Immediate causes. The most com- 
monly cited cause of bank failures is 
“frozen assets’; actually the most com- 
mon cause is worthless or exceedingly 
doubtful assets. The term “frozen”’ is 
applied to assets which are slow and 
difficult to liquidate, but since liquida- 
tion, as used in this sense, has reference 
to both collection and sale, it may 
properly be said that such assets are 
both uncollectible and unsalable. Usu- 
ally it is possible to liquidate assets of 
unquestionable quality by sale, or to 
borrow by pledging them as security, 
even if immediate collection is impos- 
sible; this constitutes the basis of nu- 
merous legitimate banking operations; 
and there is little reason for any bank 
to fail when in possession of such assets. 
This has been particularly true during 
the last two years, when most of our 
failures have occurred, for the low 
interest rates which have prevailed 
attest the abundance of funds available 
for investment in high-grade securities. 

Towards some forms of investment, 
of course, the market has been wary. 
It has been difficult of late to sell land 
at more than a moderate price, and the 
farm loan companies have been loathe 
to lend more than $90 per acre on the 
best of land. This is a marked contrast 
to the period of peak prices when loans 
were made on high-priced land, a large 
element of the security being the expec- 
tation that agricultural prices would 
maintain the same high level. The sale 
of second and third mortgages has also 
involved sacrificial discounts. The very 
character of these market forces has 
rendered the “other real estate’ hold- 
ings of banks, and their paper secured 
by junior liens on land, unsalable; and, 
owing to recent price conditions, much 
of the paper has been uncollectible also. 
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While the recovery of the market for 
land and increased prices for farm 
products undoubtedly would improve 
the quality of these assets, temporarily 
at least they must be regarded as of 
doubtful value. Large amounts are 
palpably worthless. 

This interpretation of frozen assets 
is corroborated by the fact that most 
of the failures occurred, not during the 
period of greatest reserve stress, but 
several years later when conditions were 
much improved. There can be no 
question of the availability of credit 
during the years 1920, 1921, and 1922 
to Iowa banks which could offer assets 
of good quality as security, yet these 
were the years when credit conditions 
were most straitened. It is inconceiv- 
able that in the later period of compara- 
tively easy credit this support should 
have been withdrawn, and the fact that 
it was not withdrawn is attested by the 
many banks which are still heavy bor- 
rowers. The conclusion is unavoidable 
that “frozen assets” has reference 
mainly to doubtful or worthless assets. 

This condition of bank assets devel- 
oped, as has been brought out, during 
the period of agricultural and business 
depression. It was perhaps caused 
mainly by the fact that land and com- 
modity prices, together with farm in- 
comes, fell far below their former levels. 
But it may also be ascribed to the un- 
wise lending policies which were preva- 
lent during the period of inflation. The 
most common offense of bankers was 
the failure to analyze borrowers’ condi- 
tions. It would be difficult to estimate 
the vast sums which were lent on the 
basis of nothing more than a faint 
suspicion of borrowers’ net worth or 
earning capacity. Second, credit was 
extended in many cases when it was 
known that the borrower was a doubtful 
risk. This practice resulted from the 


intense competition for business which 
developed among bankers with surplus 
loanable funds during the extravagant 
years of 1919 and 1920. A third serious 
error was in granting excess lines of 
credit, the result of which is that 
numerous banks have been plunged into 
insolvency by the failure of a mere 
handful of their borrowers. The financ- 
ing of promoters of speculative and 
fraudulent enterprises, by discounting - 
the notes they had taken from local 
customers, has subjected many banks to 
heavy losses from contested paper, and 
has further contributed to their failure 
by depriving them of deposits which 
might have come to them had their cus- 
tomers invested in conservative securi- 
ties. A further practice which may be 
regarded as unwise was the failure of 
bankers to carry in their portfolios a 
body of readily marketable securities 
which might serve as a reserve in case 
their cash resources were exhausted by | 
any sudden or unusual events. 

Most of the other immediate causes 
of failure are, at least in part, out- 
growths of the condition of bank assets. 
Capital impairment has resulted from 
the losses which were sustained; failure 
to earn adequate income is the conse- 
quence both of the losses and of the 
organization of banks in places where 
the volume of business was insufficient 
to justify their existence. The depletion 
of reserves, while primarily due to the 
withdrawals of deposits which occurred 
during 1920 and 1921, could have been 
prevented if the assets had been liquid. 
The exhaustion of borrowing power was 
caused largely by the lack of good paper 
and salable securities. Probably the 
majority of cases of defalcation by bank 
officers were due to the hope that a 
temporary deviation from accepted 
standards of conduct might enable banks 
to weather the storm rather than to the 
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deliberate criminal intent of robbing 
bank creditors. Most of the runs by 
depositors have resulted from the 
inability of banks to meet the legitimate 
credit requirements of their communi- 
ties, which in turn was caused by the 
condition of bank assets and which gave 
reason for the belief that the banks 
were in doubtful positions. 

Fundamental causes. From this brief 
sketch of the causes immediately re- 
sponsible for failure, it is manifest that 
during the period of rising prices 
bankers were guilty of many infractions 
of sound practice and that falling prices 
not only subjected them to unusual con- 
ditions of stress, but found many of 
them unprepared and unable to main- 
tain solvency. Yet this knowledge is 
only superficial; there remain to be ex- 
plained the reasons why the bankers, 
forsaking the practices that once had 
been regarded as sound, became parties 
to the speculation and extravagance of 
1919 and 1920, why the state depart- 
ment of banking did not exert some 
restraint on the banks under its super- 
vision, and why inflation and depression 
occurred. Unless these fundamental 
questions are analyzed and solved, there 
is little prospect of avoiding a recur- 
rence of the recent epidemic of failures 
when similar conditions present them- 
selves in the future. It will be helpful, 
in making this analysis, to discuss the 
general characteristics of the Iowa bank- 
ing system, the law under which it has 
developed, and the types of bankers it 
has produced. And it will be necessary, 
in order to ascertain causes of inflation 
and deflation, to search into conditions 
which were not peculiar to Iowa. 

1. The Iowa banking system. Iowa, 
under a policy of free banking, has 
developed what may be called a small 
unit, independent bank system. Its 
characteristics are a great number of 
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very small institutions, operating inde. 
pendently of each other, and subject to 
little restraint either in the matter of 
chartering or of conduct of business, 
The strength of the system lies in 
democracy of control. The capital of 
the banks, with few exceptions, is sub- 
scribed by the communities within which 
they do business; the interests of the 
officers are localized; and the funds of 
any community are used for the de- 
velopment of its own industries. With 
such a system it is hoped to escape the 
monopolistic influences of the great 
branch systems, to make communities 
independent, and to protect the public 
from the foreign magnate. 

2. The Iowa banking law. The law 
under which the system developed prior 
to 1920 was designed to secure all of 
these advantages for the public. Branch 
banking was not permitted, but pro- 
vision was made instead for the char- 
tering of three types of independent 
banking institutions: trust companies, 
state banks, and savings banks.? As the 
system worked out, the principal service 
was rendered by the banks, for in 1920 
there were 934 savings banks, 389 state 
banks, and only 23 trust companies.’ 
In the discussion which follows refer- 
ence will be mainly to the state and 
savings banks. Trust companies are 
few in number, are of relatively large 
size, and in other important respects 
are not comparable with the general 
run of banks in the state. Why pro- 
vision was made for two types of banks 
is not entirely clear. The conditions 
under which they have operated are 
essentially the same, the major excep- 
tion being that savings banks were 


? Banking law, 1921, Sec. 1861, 1840; and gen- 
eral corporation law. 

* Annual Report of Superintendent of Banking, 
1920. 
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allowed to organize with a minimum 
capital of $10,000, whereas a minimum 
of $25,000 was required of state banks.‘ 

Very broad powers were granted to 
state banks in their selection of types of 
business, as is shown by the provision 
which authorized their organization and 
which contained virtually the only 
clauses relating to types of business to 
be found in the law.® 

Sec. 1861. Name of state banks. Associ- 
ations organized under the general incorpora- 
tion laws of this state for transacting a bank- 
ing business, buying or selling exchange, re- 
ceiving deposits, discounting notes and bills, 
other than savings banks, shall be designated 
state banks, and shall have the word “state” 
incorporated in and made a part of the name 
of such corporation, and no such corporation 
shall be authorized to transact business unless 
the provisions of this code have been complied 


with. (21 G. A,, ch. 72.) 


After carefully prescribing the types 
of securities in which savings banks 
should be permitted to invest,® the law, 
by the following provision,’ opened the 
doors to an almost unrestricted business. 

It may discount, purchase, sell, and make 
loans upon commercial paper, notes, bills of 
exchange, drafts, or any other personal or 
public security, but shall not purchase, hold 
or make loans upon the shares of its capital 
stock. 


That the restrictions on investments 
of savings banks have been of negligible 
practical importance is shown by the 
fact that in 1920, of the total assets 
of $509,691,439.72 less than $33,- 
000,000 was represented by invest- 
ments of all kinds, exclusive of loans 
and discounts.® 

Capital requirements were made sufh- 
ciently low, as is shown in Table I, to 
permit the organization of banks in the 


* Banking law, 1921, Sec. 1843, and 1864. 
* Banking law, Sec. 1861. 


*Ibid., Sec. 1850, par. 1, 2, 3, 4, 5, and 7, and 
Sec. 18502. 


Taste I. CapiraL REQUIREMENTS OF 


Iowa BANKS 
Population of Town Minimum 
or City Capital 
1,000 or less $10,000 
Savings banks*..) 1,000 to 2,000 15,000 
2,000 to 10,000 25,000 
10,006 and meie 50,000 
State bankst.... { Less than 3,000 25,000 
3,000 and more 50,000 


*Banking law, 1921, Sec. 1843. 
tlbid., Sec. 1864. 


smallest communities and to provide 
every opportunity for competition in 
towns and cities of larger size. A 
simple illustration will make this clear. 
In an ordinary Iowa town of 1,000 pop- 
ulation, the combined capital of the 
banks is seldom less than $75,000; fre- 
quently it is considerably more. If it 
is assumed that a larger number of in- 
stitutions can operate profitably on the 
same volume of business that warrants 
this investment in the two or three 
banks which are usually found in a place 
of this size—the assumption is not en- 
tirely justified—it is obvious that at 
least seven savings banks of $10,000 
capital each, or three state banks of 
$25,000 capital each, might be estab- 
lished and do a profitable business in 
such a town. The law, of course, made 
no specification as to the number of 
banks which might be organized. The 
significant point is that the doors were 
opened wide to the organization of a 
great number of very small institutions. 

Liberality was manifested also in the 
requirements of eligibility and the affix- 
ing of liabilities to directors. The stock- 
holding requirements of directors were 
placed exceedingly low, as is shown in 
Table II, so that the minimum require- 
ment of eligibility to the directorate 


"Tbid., Sec. 1850, par. 6. 


® 4nnual Report of Superintendent of Banking, 
1920. 
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II. StTocKHOLDING REQUIREMENTS 
oF Directors oF Iowa BANKS 


For Eligibility to Capital Minimum Share 
Directorate of of Banks Ownership 


Less than $20,000 
$20,000 to $30,000 
30,000 to 40,000 
40,000 to 50,000 
50,000 and more 
25,000 to 30,000 
30,000 to 40,000 
40,000 to 50,000 
50,000 and more 


Savings banks*.. 


State banksTt.... 


DN 


*Banking law, 1921, Sec. 1845. 
tlbid., Sec, 1866. 


was the ownership of approximately 1% 
of the capital stock of a bank. And 
although the excess line limit was set 
at the exceedingly high level of 20% of 
capital and surplus, no distinct liability 
was affixed to directors in cases of viola- 
tion.° 

In the establishment of the state 
banking department, bureaucratic con- 
trol was carefully guarded against. The 
expenses of the department were limited 
in amount to the fees collected from 
the banks,’® and these were regulated 
by law." Examiners were restricted in 
number to one for every 100 banks.” 
No discretionary powers were granted 
to the Superintendent of Banking in the 
organization of banks, so that if capital 
requirements were met, he had no choice 
but to issue a permit to commence 
business. He was specifically granted 
the power, however, to close banks 
which were considered to be in an in- 
solvent condition.” 

Nor did the banking department, in 
its administration, violate the liberal 
purposes of the law. A balance was 
struck between the number of examina- 
tions given, and their thoroughness, so 


* Banking law, 1921, Sec. 1870. 

” Act of 37-year assembly, Chapter XL, ap- 
proyed March 7, 1917, Sec. 5, p. 3. 

™ Act of 37-year assembly, Chapter XL, ap- 
proved March 7, 1917, Sec. 5, p. 2. 
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that on the average each bank was 
visited somewhat less than once a year, 
its cash counted, reconcilement of cor- 
respondent balances made, the accounts 
checked, and a cursory examination 
made of the portfolio of notes and 
securities. This was probably all that 
could be accomplished, in view of the 
limited number of examiners and the 
fees which were permitted by the law. 
Call statements of condition were re- 
quired quarterly and statements of in- 
come and expense semiannually, but the 
personnel of the department was inade- 
quate to the task of thoroughly analyz- 
ing these data. It was a practice, at 
times, to notify the banks in advance of 
an impending call so that windows could 
be washed for the occasion. No con- 
servative standards of practice were laid 
down by the department; and many 
banks in hazardous condition were al- 
lowed to continue their disastrous 
courses without restraint. 

3. The development of banking. 
As a consequence of the liberal banking 
law and mild supervision, the banking 
business in Iowa flourished and ex- 
panded, attaining the height of its 
career, under the subtle influences of 
the inflation period, in the year 1920. 
In that year there were about 1,300 
banking institutions under state super- 
vision, two-thirds of which were capital- 
ized at less than $50,000 each and had 
total resources of less than $500,000 
each.* As has been said, deposits were 
large and expanding, credit was ex- 
tended with little reference to security, 
banks borrowed vast sums for the pur- 
pose of lending at the high rates which 
then prevailed. The people of the state 


* Act of 37-year assembly, Chapter XL, ap- 
proved March 7, 1917, Sec. 5, p. 2. 


* Banking law, 1921, Sec. 1877. 
* Annual Report of Superintendent of Banking, 
1920. 


|_| 
me 
sa 
ag 
the 
we 
| to 
wo 
the 
to 
no} 
It 
sor 
of 
| are 
sta! 
hav 
of 
! it i 
hav 
the: 
whi 
ban 
i the: 
cha 
T 
i incl 
tom 
i ers. 
$50 
are 
fron 
agri 
othe 
higt 
stud 
mos 
kno 
Ir 
| obse 
the 
shar 
judg 
| com 


— — F 


BANK FAILURES IN IOWA 59 


were able to select from a large assort- 
ment of banking facilities. If unable to 
satisfy their desires at one bank, more 
agreeable treatment usually awaited 
them at another; and if all the bankers 
were unreasonable, it was not difficult 
to start one’s own institution which 
would be run along acceptable lines. All 
the advantages of free banking came 
to fruition; there was no monopoly, 
nor were there many restrictions. 

4. Characteristics of the Iowa banker. 
It is not easy to typify Iowa bankers; 
some characteristics are shared by most 
of them, while in other respects there 
are very wide differences. Notwith- 
standing that only 10% of Iowa banks 
have failed, however, virtually hundreds 
of others have been near failure and 
it is doubtful if few banks in the state 
have escaped severe losses. Obviously 
there were some common characteristics, 
which account for the failure of the 
bankers to protect themselves from 
these losses. An explanation of these 
characteristics is pertinent. 

The majority of Iowa bankers are 
included in the group which is cus- 
tomarily called “small, country bank- 
ers.” They manage banks of less than 
$500,000 total resources; their salaries 
are relatively low; they have been drawn 
from the ranks of small business and 
agriculture, or else have come from 
other small banks; their interests are 
highly localized. Few of them have ever 
studied banking or general economics; 
most of them have learned what they 
know of these subjects from experience. 

In this connection it is important to 
observe that the experience of few of 
the bankers in 1920 had included a 
sharp economic cycle. Most small 


bankers learn by experience to be good 
judges of values in their communities 
as long as values in general remain 
comparatively stable. It is likewise true 


that most of them, because of their 
localized view, have not been impressed 
with the advantage of holding a secon- 
dary reserve consisting of industrial and 
government securities for which a ready 
market exists. Furthermore, the ex- 
perience of very few prior to 1920 had 
included the urgent need for investments 
which were capable of ready liquidation. 
Regarding their business as that of 
receiving money on deposit and subse- 
quently lending it, the general price and 
credit aspects of the banking business 
have manifested themselves to few Iowa 
bankers. They did not realize that not 
only were they the beneficiaries of the 
price rise during the years preceding 
1920, but that they were also contribut- 
ing parties. The fact that the expansion 
of bank loans supported and in part 
caused the inflation of land values in 
this state may be recognized now, but it 
certainly was not recognized at the time 
inflation was in process. Likewise it 
was not realized that extending credit 
to farmers for the purpose of holding 
their crops indefinitely to gain the 
benefit of rising prices, had the effect not 
only of, holding commodities off the 
market and in that way augmenting the 
price rise, but also enabled the owners 
of these crops to continue their pur- 
chases of high-priced products of other 
industries and in that way contributed 
to the rise in the latter. What the 
result would be when these commodities 
eventually were placed on the market 
was apparently a question of no concern. 
Few bankers were aware of the histori- 
cal fact that following a sharp and pro- 
tracted rise in prices a subsequent fall 
is to be expected. Lacking this knowl- 
edge, and with prices continually rising, 
it is little wonder that the average 
banker lost his sense of balance, for 
conditions were entirely new both to his 
experience and to his knowledge. 
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Even had these facts been recognized, 
the individual banker would have found 
it dificult to protect his institution 
against prevalent conditions. Con- 
servative practices were resented by the 
inflation-crazed public, and there were 
so many bankers who were willing to 
yield to the popular demand that any 
one who refused to compromise his posi- 
tion fell speedily into disfavor. Facing 
loss of business and urged by stock- 
holders to earn large dividends, he was 
a brave banker who dared to assert his 
forebodings and adhere to safe practice. 
Furthermore, the influence of the one 
small institution was so slight that inde- 
pendently no single banker could hope 
to stem the tide of inflation. Again, it 
is not difficult to understand why even 
those bankers who had misgivings finally 
yielded to the spirit of the times. 

5. Inflation and Depression. Recog- 
nizing that bankers were unequipped 
both by training and experience to cope 
with the abnormal conditions of infla- 
tion, and that public sentiment was 
strongly against the occasional banker 
who was conservatively disposed, it 
becomes apparent that inflation itself 
was a major cause of the development 
of banking conditions which proved to 
be incapable of withstanding the shock 
of depression. Why did inflation occur, 
and why was it followed by the calami- 
tous period of depression? 

The story of inflation and depression 
has been told so often during the past 
few years that it is hardly necessary to 
do more than tabulate a few of themore 
obvious causes and results of inflation. 
(1) The war disturbed the established 
channels of trade and required consider- 
able modification of production. This 
started the upward movement of prices. 
(2) With the entry of the United 
States, man-power was drawn into 
military service from industry although 


the demand for the products of Amert- 
can industry was undiminished. High 
prices, large profits, and increased 
wages, in addition to patriotic appeals, 
were necessary to stimulate industry. 
(3) The government adopted a policy 
of credit inflation in order to finance the 
war. A greater supply of credit was 
deemed necessary not only to finance 
American war industries, but also to 
accumulate funds to loan Allies. (4) 
The signing of the Armistice brought a 
wide-spread feeling of relief from war 
anxieties and a consequent disposition to 
be extravagant in seeking pleasure. (5) 
But the necessitous post-war borrowings 
by governments in order to finance de- 
mobilization made a continuance of easy 
credit essential. The combination of a 
disposition to buy freely and of easily 
obtained credit further stimulated the 
expansion, with the well-known result. 

Iowa was not exempt from these in- 
fluences. The inflation of land values, 
speculation in securities, extravagances 
in purchases and in the assumption of 
debts, were local forms of the general 
inflation. 

As the inflation was general, so the 
resulting depression became general. 
Liquidation became necessary; manu- 
facturing concerns, finding their profits 
reduced, curtailed operations and laid 
off workers. The distributive indus- 
tries adopted hand-to-mouth purchasing 
policies. In some areas, although not 
in Iowa, agriculture was involuntarily 
driven to contraction, most of it occur- 
ring in the form of abandonment of 
farms on account of bankruptcy. 


Summary 


It becomes clear, as the history of the 
period from 1914 to 1925 is studied, 
that bank failures resulted from a 
complex of conditions. Both the Iowa 
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public and its bankers, being unfitted by 
training or experience to comprehend 
the inevitable consequences of inflation, 
failed to recognize that the apparent 
prosperity was to be short lived. The 
lax provisions of the Iowa law were 
not calculated to restrain either the 
public or the banks. 

The depression came without warn- 
ing to most bankers. It found them un- 
prepared and ill adapted for the strain 
to which they were subjected. Recogni- 
tion of past errors, changes in the bank- 
ing law, and more rigorous supervision 
came too late, and were powerless to 
save the situation. —Tremendous losses, 
impairment of capital, depletion of re- 
serves, exhaustion of borrowing power, 
failure of income, and loss of deposits, 
which usually are enumerated as the 
causes of failure, were merely the in- 
evitable consequences of the period of 
inflation. 

While some banks had been organized 
without justification for existence and 
others were managed in a fashion which 
would have resulted in failure under any 
ordinary circumstances, the explanation 
of the majority of failures should not 
be sought in these cases. Banks failed 
during the depression which had long 
records of successful operation under 
management no more efficient than was 
true at the time of failure. The funda- 
mental causes of the mortality were the 
war, the inflation, lack of regulation, 
and lack of understanding on the part 
of bankers of the processes and conse- 
quences of inflation. 


Significance of Bank Failures 


The losses which may be attributed 
to bank failures are numerous and 
ramified. First, there are the losses 
sustained by depositors and other credi- 
tors because of the inability of banks to 


meet their obligations. These may be 
grouped into two divisions: those which 
result in a permanent sacrifice of sav- 
ings, and those which are the conse- 
quence of the tying-up or the unavail- 
ability of funds. Second, stockholders 
usually are subjected to assessments and 
directors are occasionally held liable on 
guaranties, although in Iowa, the 
liability of the directors has not been 
definitely established. Again, the bor- 
rowing community, under the pressure 
of liquidation, is forced into sacrifice 
sales and suffers the further injury in 
flicted by a defective credit mechanism 
which is unable to satisfy legitimate 
credit requirements. 

Great significance likewise inheres in 
the fact that when a large number of 
failures occur many other banks have 
narrowly escaped failure and very few 
are in an easy position. Thus a gradu- 
ated scale may be visualized beginning 
with the few institutions which main- 
tained conditions of strength during the 
recent crisis, and extending down, 
through the hundreds of Iowa banks 
that were more or less seriously affected, 
to those which were forced to close. The 
hardship which has resulted from the 
inability of the seriously affected banks 
to supply efficient credit service is less 
spectacular than that which has been 
occasioned by actual failures, but never- 
theless in the aggregate is undoubtedly 
very great. 

Furthermore, it should not be over- 
looked that owing to the intimate rela- 
tionship which exists between the con- 
ditions of banks and the welfare of their 
customers, general demoralization of 
banking facilities affords an excellent 
measure of the degree of insolvency 
among the business and farming public. 
Bank failures, therefore, reflect a bank- 
ing situation which is both a cause and 
an effect of general economic conditions. 
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III. Remedial Proposals 


The experience of the past decade, 
of which bank failures are merely an 
incident, has exposed a number of 
serious defects in the banking system. 
Among them, two of major importance 
are the failure of the system adequately 
to protect the savings of depositors and 
its failure to understand and protect 
itself against the forces of inflation. 
These defects are not peculiar to the 
Iowa system. Demoralized credit facili- 
ties and failures have been disturbing 
factors all over the country, with the 
consequence that the independent bank- 
ing system of the United States is under 
fire. More than in any other recent 
time, attention is now turning to alter- 
native systems, particularly to branch 
banking. If the independent system of 
banking is to survive in Iowa and else- 
where in the country, immediate steps 
must be taken to eliminate its more 
serious elements of weakness. 

The discussion of remedial measures 
may feasibly be divided on the basis of 
the defects which are mentioned above. 
Under the first heading shonid be in- 
cluded the measures to be taken both 
by the state and the bankers themselves 
for the purpose of enhancing the pro- 
tection to depositors. Second, consid- 
eration will be given the means by 
which banks may protect both them- 
selves and the public against the destruc- 
tive forces of inflation. 

Protection of depositors. The func- 
tion of the banking law is to define the 
powers of banks and bankers; its pur- 
pose is to afford protection against acts 
by these parties which are incompatible 
with the public welfare. In the effort to 
conserve freedom in the establishment 
and conduct of banking institutions, and 
to protect against monopoly in this field, 
it would appear that the Iowa banking 


law has erred in the former direction— 
it has permitted too large scope in the 
exercise of individual initiative. The 
following changes, therefore, are sug- 
gested in the interest of greater protec- 
tion to the public. 

1. Capital requirements. It is sug- 
gested that the minimum capital require- 
ment of all types of banks in Iowa 
should be raised from the present 
amount of $10,000 to at least $25,000. 
The first presumption favoring this 
change is the fact that the minimum 
requirement of national banks stands 
at this figure and that national banks 
have been less susceptible to failure than 
the state institutions. There are, of 
course, other reasons for the greater 
success of the national institutions. 
More specifically, however, the bank of 
very small capital is unable to satisfy 
the normal credit requirements of an 
average farming or business community 
for the reason that under the present 
excess line limit, which is undoubtedly 
too high, such a bank is limited to the 
lending of comparatively small amounts. 
Adequate accommodation to borrowers, 
therefore, necessitates the division of 
business among several banks, which 
often is troublesome and frequently, as 
has been described, opens the way for 
grave credit abuses. Some question may 
also be raised as to the type of manage- 
ment which is attracted by the small 
salaries that very small banks may offer. 

‘ Since it is to be doubted if there are 
any Iowa communities beyond easy 
access to a bank of at least $25,000 
capital, the only advantages to be gained 
by continuing to charter these small in- 
stitutions, or allowing those now in 
operation to continue, is the perpetua- 
tion and further development of com- 
petition among banks and the granting 
of continued freedom in the banking 
business. Notwithstanding the large 
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number of banks which operated in the 
state, the competition existing among 
banks in small towns and cities has in- 
frequently been of a character to reduce 
banking costs or render a cheaper bank- 
ing service to the community; hence, 
little gain is to be derived from this 
source. As for the other possible ad- 
vantage, it should be clear that reform 
must lie in the direction of less freedom 
in banking rather than in more. 

2. Character of borrowing. The 
present law relating to the borrowing 
of banks from their correspondents is 
very loose and is based upon no sound 
banking principles.** Since the excessive 
borrowing of many banks during the 
inflation contributed strongly to the ex- 
haustion of their borrowing power dur- 
ing the later period of stress, the law 
should be so changed as to prohibit the 
borrowing by banks of large sums for 
permanent investment, unless this bor- 
rowing is done on the basis of truly 
long-time credit instruments. 

3. Segregation of assets. The law 
never has provided special protection to 
savings depositors. While the deposits 
which are technically known as savings 
deposits do not form a large sum in 
Iowa, those which are entrusted to 
banks with the intent of saving are, in 
the aggregate, a predominant element 
in total deposits. It is customary with 
many Iowa banks to accept no savings 
deposits, but rather to issue time cer- 
tificates of deposit to persons who de- 
sire to accumulate a competence. Most 
persons who accept these certificates do 
so for the reason that they are not 
familiar with other alternatives for the 
investment of their small savings, which 
is exactly the reason for the making of 
savings deposits. The turnover of 
time deposits is exceedingly slow, giv- 


* Banking law, Sec. 18552. 


ing further evidence of their savings 
characteristics. 

The law should be changed to require 
the investment of time and savings de- 
posits in securities which are recognized 
to possess a high degree of both cer- 
tainty and stability of value, and the 
segregation of these assets for the 
special protection of these types of de- 
posits. By this adjustment, protection 
will be given those depositors who are 
least able to judge the conditions of 
their banks and who also are least able 
to suffer the loss of their funds. 

4. Eligibility requirement of di- 
rectors. At the present time, as well as 
during past years, stockholders have 
been eligible to the directorate if they 
owned a minimum of approximately 1% 
of the capital stock of their bank. 
While it is probably true that few di- 
rectors are financially involved to so 


small an extent, it is exceedingly unwise 


to sanction the practice at law. Di- 
rectors should be deeply enough in- 
volved to induce their close attention 
to the conditions of their banks. There 
is some advantage, furthermore, in hav- 
ing as directors persons who are able to 
purchase considerable amounts of the 
capital stock, for, as a rule, persons 
of this financial caliber are able to sup- 
port their banks with their personal re- 
sources in case losses are sustained. 

To suggest an absolute minimum 
which will impress directors with their 
responsibility is impossible. The use of 
dummies, and an irresponsible attitude 
probably always will characterize some 
directorates. Yet an increase in the 
stockholding requirement to a minimum 
of 5% or 10% would undoubtedly tend 
to induce more concern on the part of 
directors and would also have the ten- 
dency to weed out directors whose 
financial responsibility is inconsiderable. 

5. Excess lines of credit. The pres- 
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ent excess line limit of 20% of the cap- 
ital and surplus of banks is exceedingly 
high as measured by the limit for na- 
tional banks of 10% of capital and sur- 
plus. Should one borrower who has 
received the limit become insolvent and 
prove a total loss to the bank, the capi- 
tal funds of the bank would be impaired 
by one-fifth. It has been necessary to 
establish the excess line limit at this high 
level in order to enable the exceedingly 
small banks which have been organized 
in Iowa to perform a credit service for 
any other than very moderate borrow- 
ers. Taken in conjunction with an en- 
largement of the capital requirements of 
banks, lowering the excess line limit need 
not curtail ‘the ability of banks to finance 
their customers, and would have the 
effect of affording greater protection to 
bank depositors by securing a wider 
scattering of risks. 

6. Powers of the banking depart- 
ment. While bureaucratic control is to 
be avoided, it perhaps is not unwise to 
assert that the banking department 
should be given sufficiently extensive 
powers to enable it to enforce the law. 
It is clear that inadequate funds and 
personnel have hampered the depart- 
ment. 

These defects should be corrected. It 
probably would constitute an undue 
burden on the banks to increase the fees 
they are required to pay, and, further- 
more, the benefit of adequate super- 
vision is derived principally by the gen- 
eral public, hence it is difficult to under- 
stand why the cost of that form of pro- 
tection should be borne entirely by the 
banks. But if the policy of collecting 


fees from the banks is to be retained, it 
would appear that a most profitable in- 
vestment of public funds could be made 
by augmenting these fees with funds 
from the general treasury to be used 
for the employment of more examiners 


and to increase the personnel of the 
banking department. There should be 
enough examiners to visit each bank in 
the state at least twice a year and sub- 
ject it to a rigorous inspection. The 
personnel of the department should be 
sufficient to enable close scrutiny of the 
reports of all banks and to permit ade- 
quate follow-up measures in cases where 
unsatisfactory conditions prevail. 

Mention should be made of several 
important changes which recently have 
been introduced among the powers and 
practices of the state banking depart- 
ment. First, the law has been amended 
to confer on the Superintendent of 
Banking discretionary powers in the 
organization of banks. Wisely admin- 
istered, this power should curb the or- 
ganization of banks in places where 
adequate facilities already exist and 
where the volume of business does not 
warrant the establishment of more 
banks. Second, the banking department 
has made a new ruling to the effect that 
directors’ examining committees must 
function and render a report at least 
once a month. It is expected that by this 
ruling directors will be forced into closer 
attention to the affairs of banks than 
has been manifested in the past. 

Not only should the law be strength- 
ened to secure greater protection for 
depositors, but bankers, of their own 
initiative, may accomplish much in this 
direction. If the independent banking 
system is to survive, it is incumbent on 
bankers to recognize their responsibili- 
ties and take steps to measure up to 
them in their conduct of business. 
What should be the character of this 
reform? First, bankers must give up 
their time-worn attitude that the con- 
duct of a bank is a purely private affair 
to the modern conception of a bank as a 
quasi-public institution. Bankers have 
use of and should protect the public’s 
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funds; they should be held accountable 
by the public not merely in cases where 
loss actually results, but also in prac- 
tices where the hazard of loss is great. 
Were bankers to discard their hostility 
toward a protective banking law and 
rigorous supervision, were they to 
adopt a sympathetic attitude toward 
these institutions, the personal interests 
of the more prudent among them would 
undoubtedly be furthered, for good 
bankers have often been led into dis- 
agreeable practices by the necessity of 
meeting the competition of poorly man- 
aged institutions. 

The development of a professional 
spirit and a code of ethics among bank- 
ers promises much in the way of elimi- 
nating abuses. This is not a new sug- 
gestion. For years the State Banking 
Association has labored to impress the 
banking community with the necessity 
of establishing and adhering to a body 
of banking morals. It has accom- 
plished much, but more still remains to 
be accomplished; and until bankers 
recognize the importance of this move- 
ment they will be troubled and dis- 
credited by the competition of offenders 
of every sound principle of their pro- 
fession. Bankers have insured them- 
selves against innumerable outside men- 
aces, but seldom against the frailty of 
members of their own fraternity. 

A few further suggestions which 
promise immediate and salutary results 
may be noted. The establishment of 
local credit information exchanges will 
enable the bankers of any community to 
know, rather than to guess, how deeply 
their prospective borrowers are in- 
volved. Were the bankers of the state 
to stand squarely behind the depart- 
ment of banking in requiring borrowers 
to present true and accurate statements 
of conditions, the present difficulty of 
obtaining them would vanish, for bor- 


rowers refuse only because there are 
plenty of bankers who will not insist on 
them. And were these statements used 
by bankers as a basis for determining 
financial responsibility, many losses 
from poor loans would be avoided. Im- 
pressing directors with the fact that 
banks have a public purpose and should 
not be used primarily as a means of 
supplying themselves with funds will 
lift many banks out of the quagmire 
into which they have fallen. Further- 
more, were directors to realize their 
responsibilities and take an active part 
in the management of their institutions, 
the incompetence of many “active” 
officers would bear less harmful fruit, 
and failures due to “one-man” banks 
would be far fewer. In these and in 
many other ways the banking fraternity 
may protect the public interest by rais- 
ing their own standards of practice. 

Protection against inflation. Regard- 
less of these precautions, however, the 
banking system will again be the victim 
of demoralized credit conditions and 
failures unless inflation and the conse- 
quent depression are prevented. With 
prices advancing, the net worth of bor- 
rowers measured in money actually in- 
creases, and there appears to be the 
basis for enlarged accommodation. Yet, 
as has been seen, this condition often 
is only temporary, and during the later 
period of declining prices, net worth 1s 
likely to vanish much more rapidly than 
it appreciated in the first instance. Un- 
der these circumstances bank paper suf- 
fers in quality from the standpoint of 
collectibility as well as salability. 

Space does not permit a compre- 
hensive treatment of means of combat- 
ing inflationary tendencies. If the les- 
sons of experience sink deeply enough, 
there may be hope that the general 
public will curb its own disposition to 
encourage inflation. Among Iowa farm- 
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ers and bankers there is now a keen ap- 
preciation of the dangers of inflating 
land values beyond reasonable income- 
yielding possibilities. And if banks make 
a concerted effort to restrain the disposi- 
tion of the public to enlarge the use of 
bank credit, when its effect is principally 
that of causing prices to increase still 
further, a powerful anti-inflation influ- 
ence may be exerted. The latter is the 
principle upon which the variable re- 
discount rates and the open market 
operations of the Federal Reserve Sys- 
tem are based. 

The individual banker is not in a 
position to know when or to what ex- 
tent such measures. should be resorted 
to. His only prospect of gaining this 
information is to cooperate with others 
who are similarly concerned in establish- 
ing and subscribing to research organi- 
zations which are capable of analyzing 
price and credit trends and recommend- 
ing sound policies of credit control. The 
Federal Reserve System has the equip- 
ment for this type of analysis, and has 
endeavored to induce the banks of the 
country to conform in their policies to 
its leadership. Either by joining the 
Federal Reserve System, or perhaps by 
establishing a similar agency within the 
American Bankers Association, the in- 
dividual banker may place himself in 
position to gain protection against in- 
flationary tendencies. 

But it is not enough to recognize 
price and credit trends and to determine 
upon a feasible policy of credit control. 
Success may be had only by putting the 
policy into effect. Were the banks to 


take out membership in the Federal 
Reserve and adopt a sympathetic and 
cooperative attitude, or were they to 
coordinate their policies with that of 
any other agency established with a 
similar purpose and like competence, a 
large measure of success would result. 


There are, however, grave practical 
obstacles to efforts of this character. 
First, it is almost impossible to impress 
the average banker with the role that he 
plays in the price-making process and to 
gain his cooperation in a policy of credit 
control. Probably as much as may be 
hoped is that the larger bankers of the 
country will cooperate and in turn be 
able to exert some influence over the 
smaller bankers. Second, politics and the 
influence of powerful groups are omni- 
present sources of trouble, and are al- 
most certain to shape in some degree the 
policies of credit control which finally 
are determined upon. Third, the exigen- 
cies of war usually result, whether neces- 
sarily or not, in the abandonment of 
sound credit policy and the deliberate 
adoption of a policy of inflation. People 
willingly offer their lives in time of 
national emergency, but have to be in- 
trigued into yielding their material 
means. The development of a wise and 
well-coordinated credit policy, and its 
successful application, are by no means 
simple tasks. 

It remains to be seen if these reforms 
can be effectuated. Bank failures in 
Iowa, and the demoralized credit ma- 
chinery of which they are a barometer, 
have not been caused by conditions of 
merely local significance, but in a large 
measure are due to inherent defects of 
the independent banking system. Most 
of the other principal nations have 
turned to branch banking as a solution 
of the problem. Many eyes in this 
country are gazing in the same direc- 
tion. Some features of the independent 
system, however, are worth conserving. 
It may be that, recognizing the elements 
of weakness, bankers and the public will 
set themselves resolutely to the task of 
correcting enough defects to justify its 
retention. But the system must stand or 
fall on its merits. 
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THE COLLECTIVE LEASING AND FARMING 
OF LAND IN ITALY’ 


By ASHER HOBSON 


N a previous article? I traced the 
] development of the organized 
efforts of the landless agricultural 
laborer in Italy in his attempt to im- 
prove his economic conditions. The 
history of the organized activities of 
the farm wage-worker clearly shows 
that although his associations were able 
in many sections to monopolize com- 
pletely the labor market, the unions 
were not in position to restrain the em- 
ployers of agricultural labor from 
reducing their demands for wage-work- 
ers. In fact, the demands for labor de- 
creased in proportion to the successes 
achieved by the unions in securing 
shorter hours and higher wages. In 
other words, higher wages and shorter 
hours resulted in more unemployment. 
The landowners had recourse to two 
effective methods in reducing their labor 
needs. They substituted crops requir- 
ing little labor for crops requiring much 
labor. They replaced the cash wage- 
earner by one receiving payment in kind 
on a share basis. The usual manner of 
bringing about this end was to adopt 
a system of share tenancy whereby the 
tenant and his family furnished the 
requisite amount of labor. 
This reaction on the part of employ- 
ers left the labor organizations with a 
surplus of labor on their hands. This 


"In the preparation of this article the author has 
drawn freely from Dr. Dario Guzzini’s publi- 
cation entitled Le Imprese Agricole Coopera- 
tive, Professor Serpieri’s Studi sui Contratti 
Agrari, and an unsigned article appearing in 
the October, 1921, issue of the International Re- 
view of Agricultural Economics, entitled ‘“Co- 


surplus became such a burden as to 
threaten the power of the unions in 
their control of the agricultural labor 
market. 


Chief Aim of Collective Leasing 
Policy of Unions 


The resistance of employees made it 
difficult to enforce a system of working 
in relays in order that all the members 
could share in the high wages which the 
union had secured for them. Hence, as 
a means of furnishing employment for 
all their members, the labor organiza- 
tions transferred a portion of their en- 
ergies from the higher wages and 
shorter hours issue to the collective 
leasing and farming of lands. The 
unions entered this field primarily for 
the purpose of strengthening their 
position in the labor market, by con- 
trolling land upon which they could 
furnish work for their unemployed 
members. 

Collective leasing was a partial rem- 
edy, by supplying work for those 
laborers who were not able to find 
places on privately owned lands. Work- 
ers, who, because of age, sex, or other 
reasons, could not lay claim to the 
higher wages stipulated in the union 
agreements were able to secure occu- 


Landholding Societies in Italy.” 


* EpiroriaL Note: To obtain a well-rounded pic- 
ture of the economic position and activities of 
agricultural labor in Italy, a reading of this earlier 
article is recommended. See JOURNAL OF LAND & 
Pusitic Utitiry Economics, October, 1925, pp. 
425-434. 


operative 


68 THE JOURNAL OF LAND & PUBLIC. UTILITY ECONOMICS 


pation on the collectively leased lands. 
For example, it became a common 
practice in some districts for the head 
of the family to work on privately 
owned land, and the members of his 
family to work on the land leased by the 
cooperative associations. By this method 
the competition for jobs does not 
endanger to so great an extent the high 
wage-rate established by the labor 
organizations. Even though those 
working on the cooperatively leased 
lands often receive less than the estab- 
lished wage, the system does have the 
merit of furnishing employment for the 
less fit; and by giving occupation to the 
members of the laborer’s family, it 
tends to make the total family income 
more certain. 


Types of Collective Landholdings 


Many of these cooperative associa- 
tions were organized for the purpose 
of leasing land in order that each 
member could have a small plot which 
could be tilled by himself when not em- 
ployed elsewhere, or could be tilled by 
members of his family. In these in- 
stances, the collective lease served as a 
means of securing family allotments 
which were never looked upon as a 
main source of income but rather as a 
supplementary source. Where the 
allotments are maintained for the pur- 
pose of employing spare time, or the 
time of unemployed members of the 
family, it is not expected that they will 
yield a labor return at the established 
rate. 

As a rule, the collective landholding 
movement has a strong socialistic trend. 
Some leaders look upon it as a step to- 
ward land nationalization. Although 
the movement is fathered by labor 
organizations and by political parties, 
the collective leasing and cooperative 


farming associations are distinct and 
separate bodies created for the specific 
purpose of holding and operating land. 
The forms of activity differ according 
to the purpose in view. In the main 
they may be divided into three groups: 


1. Cooperative landholding associa- 
tions which farm the land they control. 
This type of society not only collectively 
owns or leases the land under its con- 
trol, but it also farms the land through 
cooperative effort. A manager is em- 
ployed and a permanent staff is secured 
on a yearly wage to look after the live 
stock and equipment. Casual day labor 
is hired for the seasonal work. Usually 
the staff, whether permanent or casual, 
is selected from among the members 
of the association. As a member, the 
worker has a right to share in the prof- 
its of the undertaking. As a worker, 
he receives a stipulated wage either in 
money or in kind. The general prac- 
tice for associations of this type is to 
adjust its area to the land requirements 
of its members. It often happens, how- 
ever, that some of the members must 
find employment on other land, and it 
is also necessary at times for the asso- 
ciation to employ non-members. 

As a rule, the association pays the 
local rates of wages. However, in 
order to secure working funds, it is 
quite usual for the organizations to 
withhold from 10% to 25% of the 
wages of members. These deductions 
are treated as a loan. Some societies 
accomplish this end by paying reduced 
wages, while others require each mem- 
ber to contribute each year so many 
days’ work without charge. 


2. Cooperative landholding societies 
which provide a separate allotment for 
each member. This type of association 
represents collective action for securing 
a separate farm for each member. The 
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land controlled by the society is divided 
into as many small holdings as there 
are members to be accommodated. 
Each holding is provided with a dwell- 
ing house and the necessary outbuild- 
ings. 

Each member is responsible to his 
society, and the society is responsible 
to the landowner. In general, the 
society secures the land at a fixed rent, 
and the members work it for the society 
on a 50-50 crop-sharing basis. 

Usually, the society provides for the 
collective purchase of the agricultural 
requisites and the sale of the produce; 
and, more important, it carries on such 
industries as cheese-making, wine-mak- 
ing, and provides for the joint use of 
farm machinery. These are activities 
which the individual is unable to con- 
duct by himself. In some cases, the 
organization employs a technical man- 
ager to supervise and assist the mem- 
bers in the handling of their allotments. 


3. Cooperative landholding societies 
which provide their members with land 
for the purpose of growing a large part 
of their own food requirements. In 
certain sections of Italy (Apulia, 
Calabria, Latium, and Sicily) the land 
is held in large estates — latifundia. 
This land is cultivated in an extensive 
manner and given over largely to grass 
and cereals. In February, 1918, and 
September, 1919, the government 
passed decrees which permitted the 
requisitioning of lands which were un- 
cultivated or badly cultivated. Under 
these decrees many farms were requi- 
sitioned and assigned to cooperative 
landholding societies. 

The aim of the members of these 
societies is to secure a sufficient amount 


of land on which to grow a year’s sup- 


ply of food, particularly wheat, for 
family consumption. The member fur- 


nishes the necessary labor for this 
enterprise during spare hours or during 
periods of unemployment. He pays the 
rent to his association on a crop-shar- 
ing basis. 


Favorable Credit to Cooperative 
Societies 


The landholding associations have 
been especially favored in matters of 
credit. A decree of April 22, 1920, 
created a special section dealing with 
land and agricultural credit under the 
auspices of the National Credit Bank 
for Cooperation. This section under- 
takes to furnish credit to agricultural 
laborers’ associations legally recognized, 
either in the form of cooperative socie- 
ties or otherwise, which are owners or 
tenants of land or have in any way ob- 
tained possession of land. The section 
is authorized to carry on the following 
business: ‘‘(1) To make loans of work- 
ing capital for the management of land, 
the ordinary cultivation of land, or for 
the handling of produce; (2) to make 
loans for land improvement and for 
transformation from one kind of culti- 
vation to another; (3) to make mort- 
gage loans for the purchase of land, for 
the redemption of dues, and for land 
improvement up to 80% of the pur- 
chase price or of the estimated value 
of the land.” 

This section of the bank has at its 
disposal a foundation capital of about 
$2,500,000° (50,000,000 lire), of 
which $1,250,000 (25,000,000 lire) 
was assigned to it by the State as a 
special contribution without interest, 
$750,000 (15,000,000 lire) contributed 
by the National Organization for 
Ex-Soldiers, and $500,000 (10,000,000 
lire) from the National Social Insur- 


* The lira was worth a little less than 5 cents in 
1920-1923. 
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ance Fund. The State has also 
advanced another $2,500,000 (50,000,- 
000 lire) in the form of a loan for 
working capital and contributes to the 
extent of 214% to the payment of 
interest on mortgage loans. 

During the first three years of its 
activities, this section granted $1,063,- 
925 (21,278,500 lire)* in mortgage 
loans for land purchases. 

In addition to credit problems, the 
landholding associations also faced the 
technical questions of management. 
Most associations require the services 
of an administrator-manager well 
versed in farming practices, and also 
the services of a secretary-bookkeeper. 
Many of the societies are not in posi- 
tion to employ these technical services. 
In order to meet this difficulty, provin- 
cial federations were formed. 


Extent of Federations of Cooperative 
Societies 


The influence of the federations have 
become wide-spread. In the province 
of Emilia these cooperative associations 
have formed a provincial federation to 
which 7 associations are affliated, 
the most important of which owns land 
valued at $500,000 (10,000,000 lire), 
and has over 700 members. The Pro- 
vincial Federation of Parma is a group 
of g associations farming an area of 
6,480 acres (2,700 hectares) 

The Milanese Provincial Federation 
gathers together 13 cooperative asso- 
ciations which have obtained loans for 
$800,000 (16,000,000 lire) from the 
National Credit Bank for Cooperation. 
With these funds the federation is 
reorganizing its farms, which cover an 


‘Lira werth about 5 cents. 
* A hectare is roughly equal to 2.4 acres. 
* A quintal is equivalent to about 220 pounds. 


area of 10,994 acres (4,581 hectares), 
with 6,000 head of cattle, 225 agricul- 
tural machines, and an output of some 
22,000,000 pounds (100,000 quintals)* 
of rice, besides other less important 
crops. On this land about 600 families 
are lodged and find work. 

A notable organization is that of the 
Lombardy Consortium for Collective 
Leasing of Lands which, besides pro- 
viding technical direction and manage- 
ment for its federated associations, 
attends to the collective purchase of live 
stock, machinery, fertilizers, and other 
requisites for its members, whose prod- 
ucts it places on the market. Ten 
cooperative associations leasing 24 
farms covering an area of 6,283 acres 
(2,618 hectares), with 5,000 head of 
cattle, and a daily output of 4,000 gal- 
lons of milk, are affiliated with this 
consortium. 

In the province of Bergamo the co- 
operative leasing associations have 
formed a federation of which 70 asso- 
ciations are members, cultivating an 
area of 16,800 acres (7,000 hectares), 
partly owned and partly leased. In 
1920 in the province of Ravenna, 56 
cooperative associations farmed 35,296 
acres (14,707 hectares) of land. 

There are over 100 collective leasing 
associations in Sicily. In 1923 the agri- 
cultural credit section of the Bank of 
Sicily was managing, through agencies, 
41 cooperative leaseholds, farming 132 
estates covering an area of 88,860 acres 
(37,025 hectares). 


Functions of Federations 


The object of these federations and 
sections of federations is to supply 
technical assistance to the affliated 
societies by means of a qualified staff. 
In some cases, the accounts of every 
affiliated society are kept at the office 
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TasBLE I. CoopERATIVE LANDHOLDING SOCIETIES IN THE PROVINCE OF PARMA, 1921* 


Num- Machi 
ber | Area in Yearly Value of ac Miscel- 
Societies Mem-| Acres Rent Live Stock an Paid U R Lobes 
be Implements} eserve | laneous Net 
re Capit Fund Funds Capital 
Borgo S. Donnino........ 216 | 132.480 | $ 420.22 | $ 2,611.99 | $ 3,255.21 | $ 111.73 | $2,779.78 | $ 77.87 | $ 2,060.46 
[ere ree 15 367.264 1,812.35 | 10,384.08 6,197.18 289.50 37.49 31.03 358.07 
426 553-472 2,125.39 | 10,367.58 5,305. 454.75 677.23 98.02 1,229.95 
Fontanelle.............. 540 866.272 2,486.42 | 18,785.47 | 10,266. 5,240.40 683.13 360.83 6,284.41 
Ravadese............... 30 195.040 755.24 2,920.88 1,748.61 346.96 135.64 75-43 558.06 
125 253.920 1,028.15 127.26 2,323.05 1,711.07 112.75 435.05 2,241.24 
158 483.552 1,419.89 | 16,707.05 7,660.12 | 1,063.97 149.37 78.66 1,292.18 
Walle, 3. tose codes 1,570 | 2,852.000 | $10,047.66 | $65,904.31 | $36,756.07 | $9,218.38 | $4,575.39 | $1,156.89 | $14,933.37 


* International Review of Agricultural Economics, October, 1921. Data in this table have been computed in English measurements 


from the metric system. The lira in 1921 was worth about 5 cents. 


of the federation. The federations 
assist in negotiating for new land and 
in some cases to take land directly and 
sublet it to affiliated cooperative socie- 
ties without increase of rent or with a 
very small increase sufficient to cover 
expenses. The federations also assist 
the cooperative societies in negotiations 
for obtaining the necessary advances 
from credit institutions, in the purchase 
of agricultural requisites, and in other 
business transactions. 

The data in Table I concerning the 
seven landholding societies of the 
province of Parma convey an idea of 
the size and financial status of the indi- 
vidual associations. 

Cooperative landholding associations 
have been passing through a severe cri- 
sis, due largely to the revision of rents, 
authorized by a special decree. This 
revision has adversely affected these 
associations, many of which had suc- 
ceeded in securing the land at a very 
low rate. The changed political con- 
ditions have also reacted on them 
disadvantageously. Meantime, a selec- 
tive process has eliminated the less efh- 
ciently managed, to the ultimate advan- 
tage of the others. It is estimated that 
there are in Italy from 250 to 300 
associations for collective leasing, their 
holdings covering areas of from 190,- 
000 to 240,000 acres. 


Significance of Collective Leasing 


As has been indicated, the primary 
purpose of cooperative landholding 
societies was to help absorb a portion 
of the unemployed of the agricultural 
labor class in order that the unions 
would be in a better position to influence 
the agricultural labor market to their 
advantage. The movement has taken on 
a much wider significance within the last 
four or five years. The cooperative 
landholding societies have brought up 
the whole question of the reform of the 
farm lease. 

When the laborers had as their sole 
objective shorter hours and higher 
wages, the tenant farmers who were 
often employers of labor had little 
sympathy with the movement, although 
the lease system was such as to reduce 
a large proportion of the tenants to a 
status little better than that of a 
laborer. But when the landowners 
sought to evade the mandates of the 
unions through the tenancy system, this 
brought the labor organizations into 
direct conflict with the share-tenant and 
with the farm lease. This interest won 
the sympathy of the farm tenants, to 
the extent that they also have formed 
organizations directed mainly against 
the landowner. 

The attitude of the agricultural labor 
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organizations on the question of the 
farm lease is shown by the following 
characteristic appeal addressed to ten- 
ants by the Cooperative Peasants’ Bank 
in one of the districts of the province 
of Reggio-Emilia: 


The Cooperative Peasants’ Bank views 
with much anxiety the fact that keen compe- 
tition will exist among the peasants when the 
present leases expire, and has called its mem- 
bers to an assembly which was held on May 
29. This assembly, which was widely 
attended, decided that the sole means for 
securing equitable reductions in the rents 
charged by the landowner calls us to enforce 
rigid discipline. This discipline consists in 
loyalty to the organizations, such as is ob- 
served by every other class, and consequently 
it was decided that none of the members may 
draw up leases separately, but that the Asso- 
ciation is entrusted to negotiate on behalf of 
all its members. On the basis of those rules 
of equitable appraisement and distribution it 
may be agreed to by members themselves. The 
Association will take into consideration the 
terms of the lease so that they may better re- 
spond to the age in which we live and to the 
exigencies of the working renters, and so that 
they may favor the increase of production. 

The Association will also safeguard the 
interests of the crop-sharing tenants, and of 
the small landowners, both by revising the 
crop-sharing lease and by assisting them in 
other ways. The assembly also assumed spe- 
cial importance because it realized the need 
of insuring employment to casual laborers, 
who have a right to live, as well as the de- 
sirability of securing a better yield from the 
land in the interests of all concerned. 


Nearly all agricultural labor organ- 
izations are now concerning themselves 
with the question of the farm lease. In 
some cases, the organizations handle 


for their members all negotiations per- 
taining to the lease. 

It is not possible in this discussion to 
go into the details of the farm lease re- 
forms, but it is important to note that 
the tenant and the laborer, through 
their organizations, are in position to 
make the lease a matter of collective 
action. In many districts the farm 
lease has now become a question for 
joint action of associations representing 
the tenant with associations represent- 
ing the landowners. 

The whole history of the struggle in 
Italy between the landlord, on one side, 
and the agricultural laborer and tenant, 
on the other, is a narrative of action 
and reaction—offense and defense. It 
is the capital versus labor struggle in- 
jected into agriculture. Its causes are 
many. Perhaps the outstanding factor 
is that Italy has a large landless agri- 
cultural class, the members of which 
have little prospect of becoming land- 
owners. At best, it is an unhealthy 
social condition. It gives rise to national 
problems of serious proportions. 

This brief history contains helpful 
suggestions to the United States by 
pointing out circumstances to be 
avoided. American agriculture is for- 
tunate in not having a class struggle 
among those engaged in farming. Care 
needs to be exercised in eliminating con- 
ditions which tend to encourage such a 
struggle. A prudent national agricul- 
tural policy must prevent the formation 
of a permanent class of landless agri- 
cultural workers. 
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COST OF MONEY TO PUBLIC UTILITIES 


1914-1922 
By FRANK PARKER 


strict regulation of rates 
of service, rates of return, and 
various other factors in the in- 

vestment bargain, utilities have had to 

finance their operations on close mar- 
gins. Generally speaking, smaller mar- 
gins require greater attention to the 
costs of financing. Particularly during 
the unsettled conditions of the past dec- 
ade the cost of money to utility finan- 
ciers has been of great importance. 

This study, it is hoped, will contribute 

to the understanding of the fluctuations 

in the cost of money to utilities, when 
needed funds are raised by bond, note, 
or stock issues. 


Cost of Money Defined 


The cost of financing to public utility 
companies is composed of two distinct 
elements, (1) the mechanical cost of 
financing, including therein all costs of 
preparing, printing, engraving, register- 
ing, and distributing security issues, 
whether stock, bonds, or notes, as well 
as the cost of recording mortgages and 
other necessary papers, trustees’ fees 
and expenses, and so forth; and (2) 
the cost of obtaining money realized 
from the sale of such securities, whether 
such cost be incurred in the form of 
direct expenses paid by the company-— 
where securities are sold direct by the 
company to the investor—or as sums 
paid to bankers for their services in ef- 
fecting the sale of the company’s secu- 
rities. 

The first group of expenses is capable 
of exact determination by examining the 


records of the particular utility. Inas- 
much as it constitutes a relatively small 
part of the total cost of financing, sel- 
dom exceeding 1% of the total property 
investment, and since the ascertainment 
of the exact amounts expended on the 
mechanical cost of financing presents 
unusual difficulties, no extended con- 
sideration will be given here to this 
phase of the cost of financing. Provision 
is made in substantially all of the clas- 
sifications of accounts promulgated by 
the various public service commissions 
throughout the United States for includ- 
ing in the capital accounts the exact costs 
as recorded on the books of the public 
utility company, incurred in the printing, 
engraving, registering, and distributing 
of securities. 

The cost of obtaining money, or bro- 
kerage, as it is sometimes termed, must 
not be confused with discount, which 
represents the difference between the 
par value of securities and the price paid 
therefor by individual investors. This 
difference is an adjustment of the inter- 
est rate which, when averaged over the 
life of the bond—in conjunction with 
the interest periodically paid by the com- 
pany—gives the investor an average 
yield approximating the current yield 
for securities of the character in ques- 
tion. As distinguished from discount, 
the cost of obtaining money represents 
the difference between the price at which 
securities are sold to the banker by the 
utility and the price at which the banker 
in turn sells them to the investing public. 
It includes a reasonable compensation 
for the banker’s services in marketing 


T= 
to q 
at 
zh 
to 
ve 
m 
or 
q 

in 
e, d 
t, 
n fl 
It 
re 
yr 
h 
y 
al 

i 
i 

e 
l- 

a 
i 
ii 

n 

i 

4 


74 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


Tas_e I. Cost oF OBTAINING Money To Pusuic UTILITIES IN THE UNITED STATES 
THROUGH SALE OF Bonps, NoTEs, AND STOCK, 


JANUARY, 1914—DECEMBER, 1922, INCLUSIVE 


Par Value Price Received Bankers’ Bankers’ 
by Com Percentage 
Yaar Bankers SalecPrice | Commission Cost of Money 
(Dollars) (Dollars) (Dollars) (Dollars) 


65,676,101 3,499,583 5.628 
78,306,090 4,360,061 5.806 
74,591,317 4,347,422 6.189 
58,995,509 61,899,215 2,903,706 -922 
34,824,647 36,933,512 2,108,865 -056 


iuuieoueseetoore 328,580,900 300,186,598 317,406,235 17,219,637 
152,566,000 136,429,016 145,125,260 8,606,244 .37. 
300,822,100 272,866,857 289,173,467 16,306,610 5.97 
Total 804,599,900 731,827,233 775,569,494 43,742,261 5.977 
Total 1914-1922..............05. 1,133,180,800 1,032,013,831 1,092,975,729 60,961,898 5.907 


Total 1914-1918................. 161,228,900 

Total 264,825,500 

Total 426,054,400 


19,234,650 3. 
14,442,616 14,928,491 485,875 3.364 
17,342 17,677,857 335,613 1.935 
32,131,5 33,566,857 1,435,261 4.467 
70,677,968 73,464,314 2,786,346 3.942 
153,199,374 158,872,169 5,672,795 3.703 
128,691,500 132,887,265 4,195,765 3.260 
80,786,568 83,673,450 2,886,882 3.573 
40,320,820 | 41,304, 1,064,840 2.640 
3,068,500 3,183,250 114,750 3.740 
252,876,388 261,138,625 8,262,237 3.267 
406,075,762 420,010,794 13,935,032 3.432 


the securities and forwarding the funds 
yielded to the utility; the services and 
expenses of examination, negotiation, 
advertising, and selling through all of 
the various stages until the sale to the 
final investor is effected. 


Factors Affecting the Cost of Money 


Considerable study has already been 
given to the relative advantages of 
bond, note, and stock financing in dif- 
ferent periods of the business cycle. It 
is also well known that the costs of bor- 
rowing from creditors in return for 
bonds or notes and of raising funds by 
stock issues vary markedly from time 
to time. This is the background of the 
present study and it may be appropriate 
to mention briefly the outstanding fac- 


tors that affect the cost of obtaining 
money; namely, (1) the existing con- 
ditions in the money market, (2) the 
type of security issued, (3) the general 
reputation of the type of enterprise 
seeking the capital, (4) the location of 
the enterprise, (5) the extent to which 
the territory served has been developed, 
(6) the present earning power of the 
property, (7) the degree to which spec- 
ulative risks are involved, and (8) the 
character and extent of local and state 
regulation and control to which the 
utility is subjected. 

No extended explanation need be 
given of most of the foregoing factors. 
Professor W. C. Mitchell has made a 


careful analysis’ of fluctuations in the 


‘Mitchell, W. C., Business Cycles. 
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TaBLeE I (Continued). Cost oF OBTAINING Money To Pustic UTILITIES IN THE UNITED 
STATES THROUGH SALE oF Bonps, Notes, AND STOCK 


Par Value 


A 
(Dollars) 


Bankers’ Bankers’ 
Sales Price Commission 


Cc D 
(Dollars) (Dollars) 


1914 

1915 There were no issues of stock made 
during 1915 for which complete in- 
formation was available. 


42,918,600 
48,618,100 


1,607,853,300 1,480,905,988 


12,145,000 
17,675,995 


37,646,895 
42,816,395 


money and investment markets and in 
the salability of bonds and stocks during 
the various phases of the business cycle. 
For the present purpose one needs to 
consider only two of the foregoing 
factors; namely, the general reputation 
of the type of enterprise seeking capital, 
and the effect of local and state regula- 
tion on the utility’s financial standing. 
The general reputation of the type 
of enterprise seeking capital plays a 
significant rdle in determining the cost 
of obtaining money. By type of enter- 
prise is meant public utilities as distin- 
guished from industrial enterprises; 
steam railways likewise are excluded 
from the present analysis although rec- 
ognized as public utilities. From 1900 
to 1920 the investment standing of many 
public utility securities progressively 
declined in the estimation of investors, 
and this decline in popularity accounted 
for the increasing cost of money to in- 
dividual public utility enterprises. The 
lack of a carefully conceived policy of 
public relations, the inability of utility 
managers to foresee an unprecedented 
growth in the industry, and hence their 


failure to make adequate provision for 
extensions and improvements to meet 
the demand for their services, the diffi- 
culties of adjusting their rates and ser- 
vice to meet the stringent regulations of 
the public service commissions, and the 
limitations to which a fixed rate of re- 
turn subjected all public utilities during 
the period of the pronounced rise in 
prices from 1914 to 1920, made serious 
encroachments on profits and resulted in 
turning the interest of investors toward 
other fields. Moreover, the greater ef- 
fort and larger expenditures necessary 
to sell public utility securities caused an 
increase in the cost of obtaining money 
in the post-war period as contrasted 
with pre-war days. This increased dif- 
ficulty in selling public utility securities 
was due partly to the decrease in ac- 
cumulated savings following the destruc- 
tion and waste of capital during the 
World War, and also to the fact that 
the surtaxes under our income tax laws 
convinced the large investor of the 
economy of buying securities that were 
tax free. As a consequence, the average 
sales per capita of all classes of secu- 


— | Percentage 

ney (Dollars) se 

Stock 

345,000 345,000 362,250 17,250 5.000 

Total 5,699,500 5,169,500 5,542,385 372,885 7.213 

Total 40,908,456 3,261,561 8.664 : 

Total 46,450,841 3,634,446 8.488 

1,559,437,304 78,531,376 5.303 
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Tasie II. Cost oF Ostarntnc Money To Etectric LicHt AND Power CoMPANIES IN 
THE UNITED STATES THROUGH SALE oF Bonps, NoTeEs, AND STOCK, 
JANUARY, 1914—DECEMBER, 1922, INCLUSIVE 


Par Value Price Received Bankers’ Bankers’ 
by Co - Percentage 
Yuan A from Bankers Price | Commission | Cost of Money 
(Dollars) (Dollars) (Dollars) (Dellars) 


18,119,000 
46,771,500 
53,255,000 
31,916,000 
127,566,000 
117,555,800 
Total 517,592,900 
Total 699,995,400 


7,000,000 
,000 
27,929,800 

Total 69,969,900 
13,650,000 

Total 55,350,500 

Total 125,320,400 


15,956,060 17,126,561 1,170,501 1. 
250 31,080,770 1,694,520 
41,974,972 44,849,073 2,874,101 6.847 
49,651,210 $2,048,415 2,397,205 
28,081,747 29,832,282 1,750,535 +234 
165,050,239 174,937,101 9,886,862 5.990 
76,957,110 81,163,510 4,206, 5. 
113,804,016 121,375,260 7,571,244 
171,405,327 182,026,006 10,620,679 6.1 
106,453,442 114,241,699 7,788,257 7.316 
468,619,805 498,806,475 30,186,580 6.442 
633,670,134 673,743,576 40,073,442 6.324 
6,791,450 6,975,000 183,550 2.703 
21,358,5 1,009,876 4.983 
25,786,710 27,093,8 1,307,166 5.069 
65,764,420 68,722,276 2,957,856 4.498 
12,968,000 13. 75 476,875 3.677 
35,376,813 37,160,735 1,783,922 5.043 
2,631,000 2,782,500 151,500 5.758 
693,500 733,250 39,750 5.732 
51,660,313 54,121,360 2,452,047 4.746 
117,433,733 122,843,636 5,409,903 4.607 


rities, except municipals and government 
securities, declined substantially from 
1918 to 1921. Figures based upon the 
records of a large bondhouse with a 
nation-wide organization and clientele 
show that as of 1921 the average sale 
per capita had dropped from $23,000 
to $8,000; in order to sell 24 bonds in 
denominations of $1,000, it was neces- 
sary to sell to three people instead of 
one. This decrease in the amount of 
sales per capita meant that to sell a 
given amount of securities the banker 
was obliged to see a great many more 
prospects, to spend more time, and to 
incur greater expenses in advertising 
and circularizing, and this increased 
cost of doing business to the banker 
partially explains the increased cost of 
money to public utility enterprises. 


Speculative risk as an item affecting 
the cost of obtaining money to public 
utilities is closely associated with local 
or state regulation and control. Or- 
dinarily, a public utility enterprise estab- 
lished in a community giving reasonable 
promise of continuous growth and ad- 
ministered by officials possessing tech- 
nical knowledge and operating experi- 
ence, is much more fortunately situated 
with reference to making profit than an 
industrial or mercantile enterprise doing 
business in the same locality. Com- 
parative freedom from competition, and 
the assurance of such freedom continu- 
ing as long as commission regulation 
lasts, coupled with the rendition of ser- 
vices that are today deemed indispensa- 
ble to the community, gives a degree of 
safety to the bonds, notes, and stocks 
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II (Continued). Cost or Ostaintnc Money To E.ectric LIGHT AND PowER 
CoMPANIES IN THE UNITED STATES THROUGH SALE OF Bonps, Nores, AND STOCK 


Par Value 


A 
(Dollars) 


Bankers’ 
Sales Price 


Cc 
(Dollars) 


Bankers’ 
Commissi 


Percen' 
Cost of Money 


D 
(Dollars) 


I 
= There were no issues of stock made 
during these years for which com- 
1916} plete information was available. 
17 1,500,000 
345,000 
2,695,000 
6,500,000 
2,100,000 
12, 
18'968'600 
39,768,600 


42,463,600 


Total 1919-1922 
Total 1914-1922 


35,000,495 
37,590,495 


875,500 


1,515,000 120,000 
362,250 17,250 


162,750 
312,500 
180,000 


1,395,000 
345,000 


2,752,750 
5:950,000 
I 
12,249,000 
18,585,806 
38,044,806 
40,797,556 


2,590,000 
11,567,000 682,000 
16,715,995 1,869,811 
3,044,311 


3,207,061 


of utilities that the securities of the 
usual private enterprise lack. Exception 
should probably be made of utilities 
operating under short-term franchises. 

Yet legislative and administrative 
control of utilities through state statutes 
and state public service commissions also 
entails risks to the investor that are 
reflected in the cost of obtaining capital. 
Uncertainties as to safety of principal 
and income incident to commission ap- 
praisal of the fair value of the property 
and changes in policy in fixing the rate 
of return inevitably add to the cost of 
obtaining money. Reduction of over- 
head allowances to a bare minimum, flat 
refusal to recognize promotion fees and 
expenses as legitimate expenditures in 
the construction and development of a 
property, failure to grant reasonable al- 
lowance for development cost, going 
concern value, and working capital—not 
to mention, perhaps, unduly severe par- 
ing of the value assigned to the physical 
property—all tend to reduce the rate 
base upon which the investor’s original 
contribution to the utility was grounded 
and thus make it impossible to attract 
additional capital except at an appreci- 
ably higher cost. 


Relation between Rate of Return and 
Cost of Money 


Most of the influences exerted by reg- 
ulatory bodies on the cost of money can 
be focused in the rate of return. Clearly 
a direct correlation exists between a 
reasonable return—not merely a non- 
confiscatory return which is largely a 
legal matter—and the attraction of 
capital into the utility field. If the rate 
of return is not high enough to com- 
pensate efficient management and labor 
as well as to compensate the contribu- 
tors of capital funds, while keeping the 
property unimpaired, obviously, then, 
the service, earnings, and credit posi- 
tion of the utility will suffer, while the 
cost of obtaining funds for maintenance 
and expansion of service will propor- 
tionately rise. Of course, the rate of 
return does not fix the cost of obtaining 
money; it merely determines the con- 
ditions under which money can be ac- 
quired. But in so far as the rate of 
return functions as a provider of earn- 
ings, money will cost more or less as 
the conditions created by the rate of 
return destroy or encourage the in- 
vestors’ confidence. 
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Tasve III. Cost or Ostaininc Money To E.ectric RAILWAYS IN THE UNITED STATES 


THROUGH SALE oF Bonps, NoTEs, AND STOCK, 
JANUARY, 1914—DECEMBER, 1922, INCLUSIVE 


Par Val Bank 
‘ar jue y Company 
(Dollars) (Dollars) (Dollar) (Dollars) B 
Boups 
19,720,400 18,106,343 18,806,171 699,828 3.865 
4,731,000 4:447,502 4,650,485 202,983 4.564 
Total 112,106,400 103,560,161 108,886,516 5,326,355 5.143 
1920 There were no issues of bonds made 5.146 
during 1920 for which complete in- 
formation was available. 
Total 1919-1922............0..0005 56,640,000 50,265,593 53,552,458 3,286,865 6.539 
Total 1914-1922 168,746,400 153,825,754 162,438,974 8,613,220 5-599 
Nortss 
1,914,000 1,821,274 1,885,115 13 3.505 
11,404, 11,815, 410,745 3.601 
42,400,000 40,357,000 41,696,500 1,339,500 3.319 
Total 72,934,000 69,652,196 71,984,815 2,332,619 3.349 
7,500,000 7,033,000 7,289,890 256,890 3.653 
7,125,000 660, 6,981,250 321,250 4.824 
Total 20,525,000 19,181,750 20,017,050 835,300 4.355 
Total 93,459,000 88,833,946 92,001,865 3,167,919 3.566 


Scope of Study 


The collection of data on the cost of 
money is limited to public sources be- 
cause the prices received by a utility 
from bankers for marketed securities 
are confidential matters. The task re- 
quires specific information on the fol- 
lowing points: the type of security as 
well as the amount authorized to be sold 
to the public; the price received by the 
public utility company from the banker 
(or the public, where the security is pre- 
ferred stock being sold directly to the 
public); and the price at which the 
securities are ultimately offered to the 
public. With the exception of the data 
relating to the price received by the 
company from the bankers, little diffi- 
culty was experienced in ascertaining all 


of the foregoing information, where the 
public service commission laws make this 
information a matter of public record. 
Where the data relating to the type of 
security, amount authorized, and the 
offering price to the public were not set 
forth in detail in the reports of the com- 
missions, two other reliable sources of 
information were resorted to, namely, 
Public Utilities Reports Annotated and 
the Commercial and Financial Chron- 
icle. The exact price received by the 
utility from the bankers can only be 
obtained from one of three sources: the 
records of the public utility itself, the 
bankers engaged in marketing the secu- 
rities, and the records of such public 
service commissions as have been given 
plenary jurisdiction over the issuance 
of public utility securities. To have ac- 
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III (Continued). Cost oF OstaintnG Money To Exectric RAILWAYS IN THE 
Unitep States THROUGH SALE oF Bonps, Notes, AND STOCK 


Par Val | Bankers’ | 
‘ar Value y Company 
(Dollars) (Dollars) (Dollars) (Dollars) 
Stock 
1914) There were no issues of stock made 
1915} during these years for which com- 
‘ plete information was available. 
1917) There were no issues of stock made 
1918} during these years for which com- 
plete information was available. 
Total 1914-1918..............0.. 250,000 250,000 257,500 7,500 3.000 
1920) There were no issues of stock made os tind lias 
19217 during these years for which com- 
1922} plete information was available. 
Total 1919-1922........... sees 500,000 340,000 375,000 35,000 10.204 
Total 1914-1922.............00 750,000 590,000 632,500 42,500 7.203 


cepted only the scattered data concern- 
ing the exact price received by the 
utility from the banker, furnished either 
by the utility or by the banker, would 
have so limited the field of this investi- 
gation as to impeach the adequacy of the 
data upon which conclusions were based. 
To avoid this difficulty it was necessary 
to resort to the records of those com- 
missions which are given authority by 
state statutes to fix the minimum price 
which the sale of the securities should 
net the utility, or which are empowered 
to require the utility to file with the com- 
mission, after the securities have been 
marketed, a statement showing the price 
which the utility actually received from 
the bankers.” 

While the limitations imposed by such 
gaps in statistical data are appreciated, 
it is believed that the study of 550 cases, 

> The calculation of the cost of money based on 
the minimum price fixed by a public service com- 
mission gives accurate results. The experience of 
the commissions shows that it is the universal 
practice to set the minimum price only after a 
thorough investigation into the preliminary nego- 
tiations of the utility and the banker, and the state 
of the investment market. In many cases the 


utility has arranged for the sale of the securities 
with the banker at a fixed price before the applica- 


aggregating over $1,600,000,000 par 
value of securities, gives a substantial 
foundation upon which to base some 
general conclusions. 


Method of Study 


Reference to the accompanying tables 
discloses the fact that the cost of money 
has been predicated on the net amount 
of cash received by the public utility 
from the sale of its securities. This 
process of calculation represents the 
only one which accurately depicts the 
cost of obtaining money to a public 
utility enterprise. Any computation 
which bases the cost of money on the 
par value of securities floated or on the 
number of units of each type of security 
issued, ignores the fact that the amount 
of funds received by the utility to pro- 


tion for authority to issue is filed with the com- 
mission. Frequently at the hearing before the 
commission the utility is required to present, as 
part of its evidence, the form of contract proposed 
to be entered into between itself and the banker. 
This tentative contract sets forth the price at which 
the banker is willing to take the issue, and the 
commission then fixes the contract price as the 
minimum at which the securities may be sold. 
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Taste IV. Cost oF Ostaininc Money To Gas CoMPANIES IN THE UNITED STATES 
THROUGH SALE OF Bonps, NoTEs, AND STOCK, 
JANUARY, 1914—DECEMBER, 1922, INCLUSIVE 


Par Value Price Received Bankers’ Bankers’ P 
ercentage 
(Dollars) (Dollars) (Dollars) (Dollars) rT 
Bonps 
1,575,000 1,496,250 1,575,000 78,750 5.263 
1,415,000 1,251,720 I 116,830 9.334 
ere 10,274,000 9,442,580 10,136,073 13,493 7-344 
2,500,000 2,337,500 2,437,500 100,000 4.27 
2,503,000 2,295,398 2,450,745 155,347 
Total 1954-1918... 18,267,000 16,823,448 17,967,868 1,144,420 6.803 
16,800,000 16,162,000 16,780, 618, 8 
1920 There were no issues of bonds made nee ~_ cm 
during 1920 for which complete in- 
formation was available. 
41,772,000 38,436,820 41,029,140 2,592,320 -744 
Total 1919-1922.........20eee08e 68,722,000 64,105,570 67,752,061 3,646,491 5.688 
Total 1914-1922...........00000s 86,989,000 80,929,018 85,719,920 4,790,911 5.920 


Notes 
1914 There were no issues of notes made 
during 1914 for which complete in- 
formation was available. 
130} There were no issues of notes made 


1917} during these years for which com- 
plete information was available. 
Total 2,375,000 
900,000 
35,200,000 


1922 There were no issues of notes made! 
during 1922 for which complete in- 
formation was available. 

Total 47,500,000 


Total 49,875,000 


139,500 148,500 9,000 6.452 
2,108,633 2,174,038 66,305 3.144 
2,248,133 2,323,438 75,305 3.350 

828,000 865,000 37,000 4.460 
10,938,750 11,241,750 303,000 2.770 

34,585,070 35,316,250 731,180 2.114 
46,351,820 47,423,000 1,071,180 2.311 
48,599,053 49,746,438 1,146,485 2.359 


vide extensions to plant and to purchase 
equipment is to be measured by the 
actual cash received. When the calcu- 
lation of the cost of obtaining money is 
founded upon the net cash received by 
the utility, it furnishes an accurate basis 
for demonstrating how much should .be 
included in the valuation of a public 
utility property for this particular item. 
The justice of giving due consideration 
to the actual cost of money to a public 
utility in determining the fair value of 
the utility’s property is a matter outside 
the scope of the present study. 

Before proceeding to examine the 
figures in detail, it may be well to state 
some general facts pertinent to the 


tables. In every case the years appear- 
ing in the tables represent calendar 
years. It will be observed that there 
are disconcertingly wide variations in 
the total amount of data available for 
different types of utilities. The gaps in 
the statistical tables, however, are to be 
accounted for by the lack of original 
source data. The mere absence of sta- 
tistical data concerning bond or stock 
issues of a certain type of utility during 
a particular year does not necessarily 
mean that that type of utility did not 
float securities in that year; it may sig- 
nify that complete information either 
as to the amount offered or as to the 
price received by the company from the 
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TaBLE IV (Continued.) Cost of OBTAINING Money To Gas CoMPANIES IN THE UNITED 
StaTES THROUGH SALE OF Bonps, NoTEs, AND STOCK 


Par Value Price Received Bankers’ Bankers’ Percen: 
by Compan: tage 
(Dollars) (Dollars) (Dollars) (Dollars) zs 
Stock 
1915) There were no issues of stock made 
1916} during these years for which com- 
plete information was available. 
ces REAR 500,000 435,000 480,000 45,000 10.345 
1918 There were no issues of stock made} 
during 1918 for which complete in-' 
formation was available. 
Total 1914-1918..........e2ceeee 754,500 689,500 742,135 $2,635 7.634 
1919) There were no issues of stock made 
1920} during these years for which com- 
plete information was available. 
400,000 380,000 400,000 20,000 $.263 
1922 There were no issues of stock made 
during 1922 for which complete in- 
formation was available. 
Total 1919-1922........0.eceeeee 400,000 380,000 400,000 20,000 5.263 
Total 1914-1922..........eeeeeee 1,154,500 1,069,500 1,142,135 72,635 6.791 


bankers or as to the banker’s sales price, 
was not available, and, consequently, 
that no accurate calculation could be 
made. 

No common stock is included in the 


figures under the general head “Stock” 


in any of the statistical tables appearing 
subsequently. This may be partially ex- 
plained by the common stipulation of 
state statutes requiring that stock be 
first offered to the stockholders of 
record before it can be offered to the 
general public, thus depriving the inves- 
tigator of data essential to a calculation 
of the cost of money. The absence of 
common stock in the calculation is also 
ascribable to the relative infrequency 
with which this type of stock is offered 
to the investing public. Rising operat- 
ing costs and a tendency toward increas- 
ing stringency in commission regulation 
have frequently reacted injuriously on 
public utilities throughout the United 
States, with the result that utilities have 
often been compelled to resort to senior 
financing, lacking the requisite credit 
status to sponsor flotations of stock. In 


a measure, therefore, the absence of 
common stock tends to reflect the rather 
unenviable credit position of utilities 
during the period under consideration. 

The years for which data were ob- 
tained are 1914 to 1922, inclusive. 
During this period the investment mar- 
ket went through practically a complete 
cycle. The picture is therefore as com- 
plete as limitations of the data permit. 
Adequate material for bringing this in- 
vestigation up to date was not available 
at the time of writing. 


Cost of Money to All Types of Public 
Utilities 


For a convenient summary, Table I 
shows the cost of bond, note, and stock 
money to all types of utilities by years 
from 1914 to 1922, inclusive. This 
table substantiates what is generally 
known; namely, that the cost of obtain- 
ing money is lowest when it is acquired 
by sale of notes and that the cost in- 
creases progressively with the use of 
bonds and stocks, respectively. The 
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Tasie V. Cost oF OBTAINING MoNEY TO TELEPHONE COMPANIES IN THE UNITED 


STATES THROUGH SALE OF Bonps, Notes, AND STOCK, 
JANUARY, 1914—DECEMBER, 1922, INCLUSIVE 


Par Value Price Received Bankers’ Bankers’ 
by Compan: Percentage 
YEAR A Bankers Cost 
(Dollars) (Dollars) (Dollars) (Dollars) 
Bonps 
sors There were no issues of bonds made 
1917 during these years for which com- 
1918 plete information was available. 
Total 1914-1918.............200. 13,000,000 12,289,000 12,955,000 666,000 $.419 
25,000,000 22,625,000 23,750,000 1,125,000 4.972 
50,500,000 46,975,000 49,000,000 2,025,000 4.311 
25,165,000 22,907,575 23,665,000 757,425 3.306 
Total 126,765,000 118,019,575 122,732,000 45712,425 3.903 
Total 1914-1922.............004- 139,765,000 130,308,575 135,687,000 5,378,425 4.127 
Notes 
2,500,000 2,453,500 2,487,500 34,000 1.38 
1915 There were no issues of notes made 
during 1915 for which complete in- 
formation was available. 
2,000,000 1,985,000 2,000,000 15,000 0.756 
1917. There were no issues of notes made 
during 1917 for which complete in- 
formation was available. 
vars 1,300,000 1,235,000 1,274,000 39,000 3.158 
Total 5,800,000 5,673,500 5,761,500 88,000 1.551 
26,000,000 24,916,380 25,352,090 435,710 1.949 
1921) There were no issues of notes made 
1922} during these years for which com- 
plete information was available. 
Total 116,000,000 111,816,380 114,677,090 2,860,710 
Total 1914-1922..............04. 121,800,000 117,489,880 120,438,590 2,948,710 2.510 


Stock—There were no issues of stock made during the period 1914-1922, inclusive, for which complete information was available. 


weighted average cost to all utilities for 
the entire period of money raised by 
notes was 3.432%; for bond money, 
5.907%; and for stock money, 8.488%. 
The weighted average cost for all 
classes of securities covered by this 
study was 5.303%. The last figure, 
however, must not be taken too seri- 
ously, for it is lower than would be the 
case if complete information on all 
classes of securities were available. Of 
the reported issues approximately 
69.69% of the total net cash received 
came from bond sales, 27.42% from 
sales of notes, and only 2.89% from 
stock issues. In view of the fact that 


normally about 25% of total utility 


financing is by stock issues,* it is evident 
that the composite cost of money would 
have been appreciably higher than 
5.303% if the requisite data pertaining 
to stock money had been available. 
Furthermore, the stock issues reported 
here are preferred rather than common. 
Had data been at hand to compute the 
cost of obtaining money by common 
stock issues as well as a due proportion 
of preferred stock issues, the weighted 
average cost would unquestionably have 
been materially higher. 

It will also be seen from Table I that 


*Cf. Dorau, H. B., “Public Utility Financing, 
1919-1925,” THE JOURNAL OF LAND & Pustic UTIL- 
1ry Economics, July, 1925, p. 310. 
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the relative volumes of bonds, notes, 
and stock fluctuated with the general 
trend of the business cycle. This is 
evident even after making due allow- 
ance for the fact that the issues reported 
here are only a portion of the total 
volume of securities offered on the mar- 
ket. There seems to be no inexplicable 
deviation from the trends established 
by Professor Mitchell’s careful anal- 
ysis; the amount of bonds floated tended 
generally to increase in times of depres- 
sion and business revival and to decrease 
in times of presperity. The 200% in- 
crease in the par value of bonds floated 
in 1919 compared with 1918 is ex- 
plained largely by the removal of strin- 
gent war-time restrictions on capital 
issues. It will be noticed, too, that the 
cost to the utilities of obtaining bond 
money was highest in 1920 and 1922 
and lowest in 1919, a good year on the 
whole. The cost of bond money from 
1919 to 1922 was somewhat higher than 
for 1914-1918. 

The tendency of public utility man- 
agers to resort to short-term note issues 
in order to avoid long-term borrowing 
at higher interest rates than will even- 
tually prevail is unmistakably shown. 
Uncertain conditions prevailing in the 
money and investment markets in 1917, 
1918, and 1919 are reflected in abrupt 
increases in total amounts of notes 
offered. But as liquidation began and 
depression set in, the volume of note 
issues dropped more than 50% from 
1920 to 1921. Contrary to the trend 
of cost of money raised by bond issues, 


the years from 1914 to 1918 were the 


high-cost period for note issues. 

The lack of data for stock issues dur- 
ing 1914-1918 vitiates any comparisons 
with the post-war period. The figures 
obtainable for the latter period indicate 
very clearly the well-known tendency of 
investors to forsake low-yield securities 


for stock when business prospects seem 
on the up-grade. The higher cost of 
money to utilities raising funds in this 
way, as compared with bonds or notes, 
is shown in the table. 


Cost of Money to Electric Light and 
Power Companies 


Table II shows that of the total 
amount of electric utility bonds floated 
from 1914-1922, 26.06% were sold in 
the period 1914-1918. As might be 
expected from the uncertain bond and 
money markets in the earlier period, 
55.83% of the total note issues were 
sold during the war period. With refer- 
ence to stock, a disproportionately large 
amount (93.65%) of the total stock 
issues reported was issued in the post- 
war period. One factor in this situation 
was the wider acceptance of junior 
securities of electric utilities as a result 
of the educational work carried on in 
connection with customer ownership 
campaigns. 

It will be noted that the cost of money 
through the sale of notes, bonds, and 
stock increases progressively for each 
type of security from the war period, 
1914-1918, to the post-war period, 
1919-1922. The lowest cost of obtain- 
ing bond money occurred in the year 
1917, when the cost was 4.828% of the 
net cash received by the utilities; while 
the highest cost occurred in the year 
1914, when it amounted to 7.336%, 
although the cost of bond money in 
1922 approximated very closely the high 
point of 1914, the difference being less 
than 1/10 of 1%. As for the cost of 
note money, it will be seen that there 
was very little difference in this cost in 
the period 1914-1918 as contrasted with 
the subsequent period, 1919-1922. The 
cost in 1916 must be discounted some- 
what since it represents the flotation of 
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Taste VI. Cost oF Ostaininc Money To Water CoMPANIES IN THE UNITED STATES 
THROUGH SALE oF Bonps, NorsEs, AND STOCK, 
JANUARY, 1914—DECEMBER, 1922, INCLUSIVE 


Par Value Price Received Bankers’ Bankers’ 
by Co Percentage 
Yuan y jankers Poise Cost of Money 
(Dollars) (Dollars) (Dollars) (Dollars) — 
Bonps 
1914) There were no issues of bonds made 
1915} during these years for which com- 
plete information was available. 
1918 There were no issues of bonds made — 
during 1918 for which complete in- 
ation was availa! 
Total 1914-1918...........00000e 2,805,000 2,463,750 2,659,750 196,000 7.955 
There were no issues of bonds made 
during 1920 for which complete in- ; 
formation was available. 
EES 5,300,000 5,009,800 5,294,000 284,200 5.673 
3,000,000 2,925,000 3,060,000 135,000 4.615 
Total 1919-1922........ceeeeeees 8,880,000 8,481,600 8,931,500 449,900 5.304 
Total 1914-1922.....0.eseeeesees 11,685,000 10,945,350 11,591,250 645,900 5.901 
Norgs 
1,000,000 980,000 20,000 2. 
years for com- 
400,000 3 392,640 14,640 3.873 
1,250,000 1,190,625 1,225,000 34,375 2.887 
Total 1914-1918.......eceeeeceee 2,650,000 2,548,625 2,617,640 69,015 2.708 


some three-year 6% convertible notes 
by one company whose financial position 
was none too strong. The relative 
stability of the cost of note money dur- 
ing the years 1920-1922 is noteworthy, 
although the scant data upon which the 
1922 figure is calculated destroy some- 
what the effectiveness of the comparison. 

The cost of stock money shows a de- 
cided increase in the post-war period 
over the war period, amounting ap- 
proximately to 214%. The pronounced 
fluctuation in the cost of stock money 
during the post-war period is to be ac- 
counted for by the fact that the cost for 
1920 is predicated upon one issue of 
about $2,000,000 floated by an eastern 
utility of presumably poor credit stand- 
ing, for the cost reached the rather 
abnormal figure of 16.667%. In view 
of the fact that the cost of stock money 


of 11.186% for the year 1922 is based 
upon 14 distinct issues covering 7 dif- 
ferent companies in § different states, it 
is difficult to avoid the conclusion that 
electric light and power companies at 
that time confronted a serious situation 
in obtaining money through the sale of 
junior securities. 

It will be noted that the cost of bond 
money for 1919-1922 is about 0.5% 
higher than for the war period 1914- 
1918. The yearly fluctuations, how- 
ever, show such a: range of variation 
that deductions are futile. The cost of 
note money increased in the post-war 
period, contrary to the tendency noted 
in Table I. In this connection, the 
abrupt decline in industrial activity af- 
fecting the money market and partic- 
ularly short-term loans must not be lost 
sight of. With reference to the cost of 
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TaBLeE VI (Continued). Cost or OBTAINING Money TO WaTER COMPANIES IN THE 
UnirTep STaTEs THROUGH SALE oF Bonps, Notss, AND STOCK 


Par Value Price Received Bankers’ Bankers’ 
by Co Sales Price Cc os Percentage 
(Dollars) (Dol lars) (Dollars) (Dollars) 3B 
1919 There were no issues of notes made 
during 1919 for which complete in- 
ation was available. 
years for = com- 
formation was available. 
Total 1919-1922........0seeseees 2,950,000 2,894,625 2,937,625 43,000 1.486 
Total 5,600,000 5,443,250 5,555,205 112,015 2.058 
Stock 
1914 
1915| There were no issues of stock made 
1916} d these years for which com- 
1917| plete information was available. 
191 
cnc 295,000 +500 295,000 29,500 
220,000 220,000 22,000 II. 111 
1922 There were no issues of stock made 
during 1922 for which complete in-| 
ation was available. 
Total 1919-1922.............00 1,050,000 966,400 1,044,650 78,250 8.097 
Total 1914-1922..........0eeeeee 1,050,000 966,400 1,044,650 78,250 8.097 


stock money the absence of figures for 
the years 1915-1916 makes it unwise to 
draw any general conclusions from the 
figures as they stand. 

Although the high cost of money to 
electric light and power companies as 
compared with other types of utilities is 
in part due to the fact that the statistical 
basis of the calculation indicates more 
accurately typical conditions, yet it is to 
be remembered that the electric light 
and power industry has been subjected 
to unusual demands for expansion and 
accelerated changes in the art of gener- 
ating and transmitting electricity, both 
of which are undoubtedly reflected in 
the higher cost of obtaining money. It 
must be remembered, also, that the cal- 
culation for electric utilities includes nu- 
merous small companies which have 
only a limited market for their output 
and whose cost of obtaining money 
tends to increase the weighted average 


cost. 


Cost of Money to Electric Railways 


Of the $168,746,400 par value of 
bond money upon which the cost of 
money to street railways was based, 
$112,106,400, or 66.43%, represented 
bond issues floated in the war period. 
Approximately the same condition exists 
with reference to the par value of notes 
floated in the two periods. Of the total © 
amount of notes, aggregating $93,459,- 
000, approximately 78.04% were issued 
in the war period. Since stock issues 
upon which information is available 
numbered only two, there is not suff- 
cient data upon which to compare the 
issues in the different periods. 

As in the case of electric light and 
power companies, the average cost to 
electric railways of obtaining money 
through the sale of notes and bonds 
rose progressively for each type of 
security from the war period, 1914- 
1918, to the post-war period, 1919- 
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1922. The lowest cost of bond money 
occurred in 1916, when it amounted to 
3.865%; while the highest cost was at- 
tained in 1921, when it was 8.396%. 
With reference to the cost of note 
money, the low point was reached in the 
year 1916, when it was 1.644%; and 
the high point in the year 1921, when 
it was 5.850%. Again, the same rel- 
ative stability of cost exists in favor of 
note money as contrasted with bond 
money; the average cost of bond money 
rose 1.4% from the war period to the 
post-war period, while note money rose 
only 1%. It is interesting to note that 
the average cost of bond money to elec- 
tric railways for the post-war period 
was higher than for any other individ- 
ual group of utilities in the United 
States, a situation which presumably 


VII. Type or OrGANIZATION Usep 
BY Pus.ic UTILITIES IN LOCAL SALES 
OF PREFERRED STOCK 


Number of i Number of Average Size 
Company| Executives Clerks of Permanent 
Number Directing Working on Stock Selling 

Campaign Campaign Organization 

I (*) 8 
2 I 2 None 
3 2 bg j 10 
4 2 6 None 
5 2 None None 

(President) 

Gen. Supt.) 

6 2 10 None 
7 I 2 3 
8 2 6 None 
9 I 2 4 
(3rd Vice-Pres.) 
10 3 4 10 
II I I 2 

(Part time) 

12 I 5 None 

13 2 2 None 

14 2 2 3 

(Vice-President) (Average) (Mgr. Stock Sell- 
ing, Assist. Mer. 
Selling Dept.) 

15 I 10 8 

16 I None None 

Part Time . 

17 (*) 

18 2 Ir None 

19 I 4 None 

20 3 40 25 

21 I 3 

22 2 10 None 

23 2 5 2 

24 2 2 2 

25 I 2 5 

26 I 2 $s 

27 2 12 None 

28 3 4 10 

29 I Ss 


(*) No information given. 


reflects the critical financial straits of 
the electric railways. 


Cost of Money to Gas Utilities 


Comparing the experience of gas 
utilities with electric light and power 
and electric railway companies, a re- 
versal of trend is found. Whereas the 
latter utilities obtained most of their 
bond and note money in the war period, 
gas companies issued during 1914-1918 
only 21% of the total bonds and 4.76% 
of the total notes reported. However, 
65.35% of the stock issues in the com- 
putation were made in the war period. 
These proportions, however, as well as 
the cost of money figures, are seriously 
affected by the lack of complete in- 
formation for note and stock issues in 
several years. 

The cost of money to gas utilities 
presents an interesting phenomenon in 
that the average cost for notes, bonds, 
and stock declined progressively from 
the war period to the post-war period, 
the drop being from 6.803% to 5.688% 
for bonds, from 3.350% to 2.311% for 
notes, and from 7.634% to 5.263% for 
stock. In view of the fact that this 
decline exists in spite of the fact that 
the cost of money for the period was 
calculated on a greater amount of se- 
curities in the post-war period than in 
the war period, it seems reasonable to 
conclude that the credit of gas com- 
panies improved. It is particularly sig- 
nificant that while gas companies were 
able to obtain bond money in the latter 
period at a cost that was 1.2% less than 
in the war period, electric light and 
power companies and street railway 
companies were compelled to pay 1.5% 
more for bond money, and also that gas 
companies obtained stock money 2.4% 
less in the post-war period than in the 


war period, although electric light and. 
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power companies paid 2.4% more. The 
low cost of bond money occurred in the 
year 1919, when it amounted to 3.824%; 
whereas the high cost of bond money 
occurred in the year 1915, when it was 
9.334%. The cost of note money was 
least in 1921 at 2.114% and was high- 
est in 1915 at 6.452%. The cost of 
stock money on the three issues included 
in the calculation shows an extremely 
wide variation and emphasizes the 
weight which the various factors pre- 
viously detailed inject into any calcula- 
tion of the cost of obtaining money. 


The Cost of Money to Telephone 
Companies 


Table V shows that of the $139,765,- 
ooo par value of telephone company 
bonds issued during the entire period 
under consideration, 9.30% were floated 
in the war period. Of the total $121,- 
800,000 of notes, 4.76% were issued 
from 1914 to 1918. There were no 
stock issues by telephone companies 
throughout the entire period for which 
complete information was available, 


and, hence, no cost of stock money is 
incorporated in this table. 

The cost of obtaining money to tele- 
phone companies shows the same gen- 
eral tendencies with reference to bonds 
as in the case of gas companies, namely, 
a decline in the cost from the war 
period to the post-war period. This 
decline was from 5.419% to 3.993%, 
or a net decrease of 1.5%. On the 
other hand, the cost of note money 
jumped from 1.551% for the war 
period to 2.558% in the post-war 
period, an increase of 1%. The low 
cost of obtaining bond money occurred 
in the year 1919, when it was 3.155%; 
the high point was reached in 1914, 
when it was 5.419%. Note money 
could be obtained most cheaply in the 
year 1916, when the cost was 0.756%, 
and was most expensive in the year 
1918, when it was 3.158%. 


Cost of Money to Water Companies 
For the period 1914-1922, $11,685,- 


ooo par value of bonds were issued by 
water companies in the United States, 


TABLE VIII. PERCENTAGE DISTRIBUTION OF TOTAL SELLING EXPENSE IN LOCAL STOCK 
SALES CAMPAIGNS 


Salesmen’s 

Commissions} Advertising Transportation | Postage Rent | Miscellaneous | Total 
21 65.00 10.00 20.00 1.00 100.00 
229 25.00 28.00 7.00 25.00 12.00 100.00 

232 36.68 21.28 4.59 17.39 CC a eee 20.00 100.00 
86 25.40 49.39 3.19 10.36 5.25 100.00 
129 38.04 23.78 8.15 1.03 1.77 20.32 0.33 6.58 100.00 
135 46.00 12.10 16.10 16.20 100.00 
235 3.00 16.00 .00 28.00 16.00 100.00 
157 59.10 17.49 10.10* 4.50 100.00 
171 38.12 54.40 0.63 2.63 0.18 1.09 100.00 
236 48.00 13.00 3.00 29.00 5.00 100.00 
176 41.00 18.00 17.00 86 100.00 
237 48.96 12.52 6.52 16.49 100.00 


*Includes postage. 
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of which $2,805,000, or 24.01%, were 
issued in the war period. The par 
value of notes issued for the entire 
period aggregated $5,600,000, of which 
$2,650,000, or 47.32%, were issued in 
the war period. With reference to the 
stock of the water companies, there 
were no issues of stock made during the 
war period for which complete informa- 
tion was available, while in the post-war 
period, $1,050,000 par value was 
floated. 

It will be noted that in the case of 
both bonds and notes the cost of obtain- 
ing money was less for water companies 
in the post-war period than in the war 
period, following the similar trend for 


gas and telephone utilities. For bonds 
this decline was from 7.955% to 
5.304%, or a net decline of 2.6%; 
while for notes the decrease was from 
2.708% to 1.486%, a net decrease of 
1.3%. The lowest cost of bond money 
occurred in 1922 and amounted to 
4.615%, while the highest cost of bond 
money was I1.111% in 1916. Note 
money was cheapest in 1920 at 1.486% 
and most expensive in 1917 at 3.873%. 
While the average cost of bond money 
to water companies was approximately 
1.8% higher than the cost of bond 
money to telephone companies, yet the 
average cost of note money was approx- 
imately 0.5% less for water companies 


Taste 1X. Cost or Ostaintnc Mongy THROUGH SALES OF PREFERRED STOCK LOCALLY 


Net Amount Price 
Realized by | Received | cain, | 
Com- Par Value [Company less} by Company} py Money 
Approa. Date va Description of Securities Sold nse from Buyer ed D 
Offering (Dollars) ing (Dollars) 
B (Dollars) B 
(Dollars) 

230 |6% Cumulative Preferred........... 73,000 58, 61. 
IQIQ-1923....... BE 3. 2,800,617 2,973,447 172,830 -17 
201,200 186,1 201,200 15,040 8.08 
July 1922....... 53 |7% Ist Preferred............eece00- 331,200 314,350 331,200 16,850 5.36 
231 |7% Cumulative Preferred........... 22,650 21,650 22,650 4. 
to 12-31-19......| 66 {7% Cumulative Preferred........... 90, 84,502 600 6, 7.22 
I-I-20 to 8-3-20..| 66 |7% Cumulative Preferred........... 66, 57,937 8,363 14.43 

1,200,000 1,164,000 1,200,000 3.09 
une, 1920, and 
Aug., 1921 232 18% Cumulative.................20- 465,000 438,707 465,000 26,293 5.99 
EES. 86 |7% Cumulative Preferred........... 2,449,800 2,014,970 2,082,330 3-4 
86 |7% Cumulative Preferred........... 600 3,861,552 3;926,833 65,281 
99 18 3,027,300 888,420 3,027,300 138,871 4.81 
OD 1,910,100 1,826,518 1,910,100 83,582 4.58 
234 |6% Cumulative Preferred........... 995,925 750,903 66,729 9.67 
-20 to 8-31-22..| 129 |7% Non-Par Cumulative Preferred...| 2,990,200°/ 2,540, 2, 43 263,577 10.37 
IQ2T-1922....... 135 |7% Cumulative Preferred........... I 1,204,1: 1,280,376 76,273 6.33 
GOGOL. .00000045 199 |8% Cumulative Preferred........... 6,335,400 6,161,177 6,335,400 174,223 2.83 
10-16-22......... 2. 7% Cumulative Preferred........... 158,400 150,2 158,400 8,174 5.44 
ee 176 |7% Cumulative Preferred........... 1,220,000 1,172,505 1,220,000 47,495 4.05 
IQ2I-1922....... 21 275,700 2 275,700 11,028 4.17 
uly, 1921....... I 7% Cumulative Preferred........... 3,544,800 3,298,791 3,367,560 68,769 2.08 
uly, I1919...... 238 |6% Cumulative Preferred........... 3,093,400 2,474,101 2,536,588 62,48 2.53 
8-39-19... 237 17% Preferred. 441,800 423,752 441,800 18,048 4.26 
Mar., 1920...... 239 |7% Preferred..............0.ee0eee 500,000 490,765 500,000 9,235 1.88 

» 1920....... 1,000,000 953,000 1,000,000 47,000 4-93 

Apr., 1922...... 500,000 476,755 500,000 23,245 4.88 
47,514,935 | 43,029,754 | 44,908,363 | 1,878,609 4.366 


*29,902 shares (no par value) redeemable, in case of liquidation, at $100 a share. 
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than for telephone companies. In so 
far as the scant data warrant any com- 
parison, the average cost of stock 
money to water companies for the 
period 1914-1922 was 1.3% higher 
than the cost of stock money to gas 
companies. Contrariwise, the cost of 
bond and note money was smaller for 
water companies than for gas compa- 
nies over the same period. 


Cost of Money Obtained through Sales 
of Preferred Stock Locally 


While public utilities first resorted to 
the sales of preferred stock to custom- 
ers and employees in 1907, the first 
campaign designed to effect a broad 
distribution of securities among cus- 
tomers and employees and to raise sub- 
stantial sums for extending the facilities 
of the utility was inaugurated in 1914 
by the Pacific Gas and Electric Company 
of California. Almost simultaneously 
the Denver Gas and Electric Light 
Company sponsored a similar campaign 
in the territory which it served. It is 
rather significant that the initial effort 
seeking to distribute the junior securities 
of public utilities among customers and 
employees should have originated within 
several years after the concentrated 
organization and development of com- 
mission regulation in the United States. 
Considering the fact that the initial cam- 
paigns were undertaken at a time of in- 
dustrial depression, their success dem- 
onstrated that the sale of securities 
locally not only afforded an opportunity 
of developing good-will for the utilities, 
but furnished an extensive and perma- 
nent market from which capital requisite 
for plant expansion might be drawn at 
reasonable cost. 

In so far as the financial program of 
the utility is involved, sales of preferred 
stock locally have furnished a solution 


reasonable in cost and apparently per- 
manent in character. Experience in the 
management of local preferred stock 
campaigns has shown that if the first 
compaign can be prosecuted successfully, 
the foundation has been laid for a con- 
tinuous market for similar securities. 
Customers or employees that have once 
been convinced of the investment. value 
of preferred stock of a local utility fur- 
nish a nucleus for further sales, and the 
experience of the administrators of such 
stock sales universally indicates that 
subsequent sales can be carried on 
almost regardless of the season of the 
year or the tone of the investment mar- 
ket. With changes in business condi- 
tions there are recurrent periods in 
which it is difficult, if not impossible, 
to market junior securities through 
bankers except at prohibitive prices. Yet 
there is no sound reason why a utility 
with unquestioned earning power and 
an established record of dividends can- 
not tap sources of savings existent in 
every community regardless of unto- 
ward developments in the money and 
investment markets. When it is re- 
called that the statistical analyses of the 
investment market demonstrate the 
handicaps to senior financing in periods 
of prosperity, it will be seen that a util- 
ity that has successfully prosecuted a 
preferred stock campaign may be for- 
tunately situated with regard to exten- 
sions and improvements at a time when 
they are most likely to be ordered by a 
public service commission. The utility 
is in a position not only to raise these 
funds frequently at lower cost than 
would be practicable with the sale of 
bonds, but it also enjoys the advantage 
in its financial set-up of increasing the 
equity money in the property, so that 
if at any future time it is compelled to 
resort to the bond market it can do so 
with the knowledge that in all probabil- 
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ity the cost of obtaining money will be 
appreciably less. The testimony of 
operators is to the effect that the sales 
of securities locally, if directed by a 
competent and efficient personnel, may 
be carried on in periods of industrial 
depression as well as in periods of 
prosperity.* 

Although frequently a public utility 
has been confronted with a negative at- 
titude on the part of bankers toward its 
customer-ownership campaigns, the gen- 
eral attitude of the bankers is distinctly 
favorable. Statistics relating to the 
number of the utility’s securities held 
among local investors prove an excel- 
lent selling argument for the investment 
banker in assuring prospective bond- 
holders that the local company enjoys 
a satisfactory standing in the commu- 
nity served. Moreover, a wide and com- 
prehensive ownership of the local util- 
ity’s securities seems to be regarded as 
an unusually satisfactory assurance that 
the utility is safeguarded against unfair 
rate agitation and attacks by dema- 
gogues seeking to make political capital 
out of legitimate business profits. 

It must be recognized that the exis- 
tence of this avenue of raising funds 
through the sale of preferred stock does 
not mean that any public utility can take 
advantage of it. Before a utility is in a 
position to enjoy this relatively low cost 
of obtaining money, its financial condi- 
tion must be such that there is little like- 
lihood of foregoing interest payments on 
funded debt or of passing dividends on 
stock. The universal testimony of util- 
ity operators who have had practical 
experience with local preferred stock 
sales is that nothing is so deleterious to 
the credit of the utility as its inability, 


* Pacific Gas and Electric Company sold $3,785,100 
of its preferred stock to customers during the de- 
pression of 1915 following the World War. The 
experience of the Denver Gas and Electric Light 
Company also demonstrates the feasibility of rais- 


Tasie X. Cost oF OBTAINING Money 
Pusiic UtiLitigs THROUGH SALES OF 
PREFERRED STOCK LOCALLY AND 
SALEs OF Bonps BY BANKERS 


Cost of Obtaining Money 
Approximate Number 
Date of ° Through Sale | Through Sale 
Offering Company | of Preferred of 

Stock Locally Bonds 
ore 21 6.17 5.882 
July, 1922..... 53 5.36 6.127 
66 14.43 5. 
76 3.09 8.191 
86 1.69 4-451 
99 4.81 5-955 
99 4.58 5-955 
6-4-20......... 129 10.37 6.701 
135 6.33 8.709 
199 2.83 5-333 
176 4.05 4.822 
214 4.17 11.782 
July, 1921..... 188 2.08 8.031 


even though it be temporary, to satisfy 
with dividends the legitimate expecta- 
tions of its stockholders. In brief, the 
development of this form of distributing 
junior securities is likely to be confined 
to those utilities operating in thickly 
populated territories, with well-estab- 
lished industries and a constantly grow- 
ing clientele assuring the utility at all 
times of a stable earning power. Based 
upon such conditions, the sales of pre- 
ferred stock locally can be accomplished 
at relatively lower cost than the same 
securities could be distributed through 
bankers. However, as the figures sub- 
mitted herewith show, utilities still in 
their developmental stages or serving 
sparsely settled communities, or commu- 
nities thickly populated with foreigners, 
have not been able to market their pre- 
ferred stock locally at such low cost. 
Sales of preferred stock locally may 
be roughly classified into two types, 
ing funds at minimum cost even in a period of 
depression. ‘Appendix to Report of Committee on 
Sale of Company’s Securities to Customers and 


Resident Citizens, National Electric Light Associa- 
tion Bulletin, September, 1920, p. 627.) 
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first, the sales of preferred stock to cus- 
tomers and employees, through the 
efforts of the utility’s own personnel, 
both as to executive management and 
the actual detailed work of selling the 
securities, and second, the sales cam- 
paign where the administrative work is 
done by a staff not connected with the 
utility although the detailed sales work 
is done by the utility’s own employees. 
In so far as answers to questionnaires 
sent out to certain public utility com- 
panies show a preference for either 
method, the first type is generally 
adopted. Table VII indicates approxi- 
mately the nature of the organization 
used in these campaigns. 

Numerous operating companies in the 
United States resort to utility manage- 
ment corporations for executive man- 
agement and advice, and where this 
arrangement exists the supervision and 
direction of local preferred stock sales 
campaigns have been entrusted to the 
management corporation. It was im- 
possible, however, to obtain from any 
of these operating companies the desired 
information. 

It will be noted that with 14 out of 
23 companies approximately 50% or 
more of their total expenditures were 
allotted to salesmen’s salaries or com- 
missions. (Table VIII.) This would 
seem to indicate that the success of such 
a campaign depends primarily upon the 
diligence and perseverance with which 
the personal sales work is conducted. 
Corroborating evidence supports this 
conclusion. In recent hearings before a 
public service commission of one of the 
eastern states, the manager in charge of 
the local stock sales campaign testified 
that while on the average seven shares 
of stock were held by each customer- 
owner that had bought stock in the 
course of a campaign extending over 
two and a half years, yet it required six 


or eight calls per customer to attain this 
average. 

The next expenditure of importance 
incurred in the local stock sales cam- 
paign was for advertising, this item 
appearing in 19 out of 21 tabulations 
and generally representing a substantial 
percentage of the total expenditures. 
The combined advertising and printing 
and stationery expenses account for 
practically all of the remaining expenses 
incurred in the sales campaign. In 
passing, it may be observed that there 
is a wide variation in the expenditures 
for printing and stationery as submitted 
by the 12 companies listing this item. 

Particularly interesting is the fact 
that although only 8 out of the 23 com- 
panies allocate any expense to the item 
“Executive Salaries,” all of these repre- 
sent large operating companies. It is 
significant that 4 of these 7 companies 
show a cost of money materially less 
than that of the remaining 16 com- 
panies. 

The cost of obtaining money through 
the sale of preferred stock to cus- 
tomers has been computed in exactly the 
same fashion as in the detailed tables 
discussed previously. The comparative 
newness of the customer-ownership 
movement, affecting the number of 
companies that have adopted this plan 
as well as the amount of securities in 
dollars that have been thus distributed, 
makes possible only tentative conclu- 
sions. The same factors conditioning 
the cost of money previously outlined, 
such as the credit rating of the company 
issuing the preferred stock, geographic 
location, type of market served, and so 
forth, also apply to Table IX. 

The reluctance of some utilities to 
furnish data makes the table far from 
adequate. Nevertheless, it may prove 
helpful in comparing the cost of obtain- 
ing money through sales of preferred 
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stock locally with the cost incurred 
through sales by bankers. 

Table IX indicates a comparatively 
wide variation in the cost of obtaining 
money through the sale of preferred 
stock locally, ranging from 1.69% in 
the case of Company Number 86 to 
14.43 in the case of Company Num- 
ber 66. Although it is risky to draw any 
categorical conclusions from these rela- 
tively scattered data, the figures seem 
to indicate that the sale of preferred 
stock locally is of no particular financial 
benefit compared with sales through 
bankers where the company is compara- 
tively new and undeveloped or where 
the territory is sparsely settled and the 
industries served are in a state of flux. 
For example, Company Number 66, 
representing a large utility in the West, 
operating in a relatively sparsely set- 
tled territory, shows a weighted average 
cost of obtaining money through sales 
of preferred stock locally of 10.152%, 
while the same company was able to 
obtain money through the sale of pre- 
ferred stock by bankers at a cost of 
8.015%. Company Number 129, 


which operates in a well-established in- 
dustrial district of the East, but in 
which the foreign population constitutes 
an important element, shows a cost of 
obtaining money through the sale of 
preferred stock locally of 10.37% as 


contrasted with the cost of sales through 
bankers of 9.84%. In this particular 
instance, however, part of the excess 
cost involved in the sale of preferred 
stock locally may be accounted for by 
the fact that at the time the preferred 
stock sales were inaugurated, the com- 
pany, evolved out of merger and con- 
solidation of smaller companies, was 
comparatively unknown to investors, 
Nevertheless, there is ample evidence 
to show that companies with an estab- 
lished credit rating, serving densely 
populated communities with firmly 
established industries, may sell pre- 
ferred stock locally at a cost noticeably 
lower than that involved in the sale of 
similar stock through bankers. Particu- 
larly is this true where the utility has 
developed a local market for its stock 
through successive campaigns over a 
period of years. An examination of the 
column “‘Cost of Obtaining Money” in 
Table X shows that in 20 out of 29 
offerings money was obtained at lower 
cost through local sales than through 
the sale of preferred stock by bankers 
(this latter cost being measured by 
the weighted average of 8.488% in 
Table I). Table X shows that 9 com- 
panies were actually able to sell their 
preferred stock locally at lower cost 
than they could have disposed of senior 
securities through bankers. 
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OUR INDIAN LAND POLICY 


By FLORA WARREN SEYMOUR 


GENERATION or two ago the 
Aw of the westering pioneer was 

that “Uncle Sam is rich enough to 
give us each a farm.” After the Eman- 
cipation Proclamation the expectation 
of the freedman was that he would be 
the recipient of “forty acres and a 
mule.” When immigration began to in- 
undate the cities of the East, a remedy 
was sought in an effort to direct the 
stream to the open lands of the West. 
Throughout the history of our nation 
this belief in the land has been a domi- 
nating influence. Acres for the taking 
have lured the settler farther and far- 
ther west and: have brought behind his 
plow the smoke of the locomotive. The 
overwhelming industrial developments 
of the past century, the marvelous me- 
chanical strides, have not yet weaned the 
heart of the people away from their 
allegiance to the soil. 

It is not surprising that a people 
brought together in the first instance by 
hunger for the land, crowned with abun- 
dance by the development of their coun- 
try’s vast resources, should have fancied 
that in this same soil lay the solution of 
all the problems of the Indian. Each 


Indian was to have a farm, was to be- 


come a farmer; and all would be well. 
The Clash of Different Cultures 


But life is not a problem in simple 
addition or subtraction. The realization 
of the actual cultural status of the In- 
dian as the white man first knew him 
was something the white man was slow 
to attain. The white settlers forgot that 
civilization, as they knew it, was a prog- 
ress of ages, through definite stages 


slowly merging into one another. At the 
time of the discovery of America the 
European was still in a relatively simple 
stage; the development, organization, 
and specialization of industry was still 
far in the future. Butsimpleasthatstate 
of society was, it was the the product of 
thousands of years. Chipped stone im- 
plements and picture writing belonged 
to the forgotten infancy of the race. 

Such an infancy was the Indian’s when 
the European first reached the new con- 
tinent. In America the Stone Age was 
found again; found, only to be lost very 
speedily. To a people without beasts of 
burden or means of transportation came 
the horse; to a people of the stone ar- 
rowhead were given gun and ball and 
powder. Transformation came almost 
in the twinkling of an eye. 

The lost histories of the world are 
always the most romantic; and the story 
of the spread of the horse over the 
plains of America is a thrilling tale that 
can never be told. When white men 
followed to the vast interior of the coun- 
try, the Indian of the plains was the 
dauntless horseman, his home was in the 
saddle. In the folk stories, the myths 
of the early beginnings of his people, he 
had hidden his agricultural leanings, had 
there been any. 


Status of Indian Agriculture 


Many of the tribes did practice agri- 
culture in differing degrees. This was 
true in greater measure of the coast 
Indians. - The early English colonists 
learned of maize and bean and pumpkin 
from their red neighbors. The Pueblo 
tribes of the Southwest were primarily 
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agriculturists, and had developed a sys- 
tem of irrigation to supply the deficien- 
cies of the rainfall in their arid lands. 
But except possibly among the Pueblos, 
agriculture was almost entirely the busi- 
ness of the women; hunting and warfare 
were the manly occupations. It was the 
loss, not of corn-fields, but of hunting 
grounds that the Indian bewailed. With 
bitter resentment he saw the green 
shafts of the wheat push upward from 
the soil which he had been wont to mois- 
ten with the blood of the buffalo and 
of his fellow Indian. 


Indian Ideas of Landed Property 


So when we loosely think of the red 
man as the original owner of the soil 
of our country, we are using a term and 
employing a concept that was never in 
the mind of the Indian himself. The 
history of mankind indicates that the 
feeling of private property in land is 
not instinctive, but a growth of ages. It 
was a feeling which the Indian had not 
then developed, and has yet, after close 
contact with the whites, to realize fully. 
Even the products of the soil were more 
nearly communal than individual prop- 
erty. The land itself was claimed by 
one tribe as against another, it is true, 
but only as a hunting ground, the right 
to be maintained by might alone. None 
had reached the stage of proclaiming 
him cursed who should remove his 
neighbor’s landmark. 

Though the early treaties between the 
colonists of the Atlantic seaboard and 
the Indians with whom they came in con- 
tact seem to recognize land ownership, 
in the light of today and its knowledge 
it seems quite improbable that either 
party to such a treaty knew what the 
other meant. That these treaties were 
broken is in a way less surprising than 
that they even temporarily remained in- 


tact. Both red men and white were in 
the flow of a universal tide that no in- 
dividuals could withstand. 


Conquest and Land Titles 


Columbus, in planting the flag of 
Spain upon the shore of San Salvador 
and claiming the country in the name 
of the King of Spain, did but follow the 
custom of explorers of all the ages be- 
fore him and the ages since. The the- 
ory that a land without organized gov- 
ernment is the trophy of him who 
discovers it, is as old as discovery itself. 
The attitude of the native, the original 
inhabitant of the soil, had no bearing 
on the situation. Should he not be proud 
to own the sovereignty of the Spanish 
Crown? And above all, since he was 
heathen should the Indian not, indeed, 
be humbly grateful for the blessings of 
Christianity and civilization? 

To the Crown, dominion—thus the 
theory ran; to the native, only the right 
of occupancy. For the time being the 
Indian had the right of possession, the 
right to roam the forest and the prairie, 
to hunt the buffalo or trap the fox. But 
the fee, the actual ownership, lay in the 
sovereign; and to none other than that 
sovereign might the native assign his 
right. In two ways would the Indian’s 
limited title be extinguished: by con- 
quest or by purchase. But the con- 
queror was the only one who might be 
the purchaser. 

Spanish or French or English, the 
theory was the same, and the United 
States followed their example without 
a question. As the Supreme Court 
phrased it in U. S. v. Rogers’: 

The native tribes who were found on this 
continent at the time of its discovery have 


never been acknowledged or treated as inde- 
pendent nations by the European governments, 


*4 How. 567, at 572 (1846). 
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nor regarded as the owners of the territories 
they respectively occupied. On the contrary, 
the whole continent was divided and parcelled 
out, and granted by the governments of 
Europe as if it had been vacant and unoccupied 
land, and the Indians continually held to be, 
and treated as if, subject to their dominion 
and control. 


Tribal Versus Individual Rights 
to Land 


But in thus taking over control, the 
foreign government dealt with the In- 
dians tribally and not individually, creat- 
ing a sort of recognition of their native 
government. In the case of Cherokee 
Nation v. Georgia,’ the situation was 
thus characterized: 


Though the Indians are acknowledged to 
have an unquestionable, and heretofore un- 
questioned, right to the lands they occupy, 
until that right shall be extinguished by a 
voluntary cession to our government; yet it 
may well be doubted whether those tribes 
which reside within the acknowledged boun- 
daries of the United States can, with strict 
accuracy, be denominated foreign nations. 
They may, more correctly, perhaps, be de- 
nominated domestic dependent nations. They 
occupy a territory to which we assert a title 
independent of their will, which must take 
effect in point of possession when their right 
of possession ceases. Meanwhile, they are in 
a state of pupilage ; their relation to the United 
States resembles that of a ward to its guardian. 


Land Tenure Under the Reservation 
Policy 


During the century while this theory 
prevailed, the “domestic dependent na- 
tions” made treaty after treaty with the 
United States. Mile by mile they re- 
treated, relinquishing their hunting 
grounds. The natural result of the ces- 
sion of their larger territory was the 
retention of smaller tracts, reserved for 
their use. Thus grew up the reserva- 


*5 Pet. 1, at 17 (1831). 


tions where the tribes were presumed 
to live, refraining, it was the pious hope, 
from warfare with other tribes and with 
the whites, responding to the efforts of 
the missionary and the teacher, learning 
to till the soil and to “follow the white 
man’s road.” 

This policy was not originated by the: 
United States, but was the following out 
of the plan that had obtained from the 
beginning, or as soon as the pressure of 
the white population upon the natives 
had become a matter of any concern. In 
Canada, under both French and English 
rule, the idea had prevailed of confining 
the Indians within limits, the better to 
assure their control by the government. 
The United States began, in 1786, the 
long series of treaties that led to the 
establishment of reservations. The 
locating of the tribes west of the Mis- 
sissippi was broached only a few years 
later, and became the settled policy by 
1840. 

This, however, was not the only 
method by which reservations were as- 
signed to the Indian tribes. The whole 
method of dealing with the ‘domestic 
dependent nations” was changed in 
1870, and simple agreements substituted 
thereafter for the solemn treaties that 
had been so often made and so easily 
broken. There were also conditions call- 
ing for a redistribution of land that had 
already lost its Indian character, and for 
the assignment of land to Indians who 
were without a foothold in the country 
of their nativity. So reservations have 
been created by order of the President, 
or by Act of Congress, from lands that 
were either public domain or purchased 
by the government on behalf of the 
Indians. 

Besides this there have been a number 
of instances of purchase of lands by the 
Indians themselves, as in the case of the 
eastern Cherokees, or the Sac and Fox 
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in Iowa. Their cession of such lands to 
the President or to the Secretary of the 
Interior, in trust for the tribe, creates 
a tenure of somewhat different nature, 
though in actual practice the results are 
much the same. 

Two groups of Indians present strik- 
ingly different situations with respect to 
land tenure. The New York Indians, 
treating as an independent force with 
the scarcely formed nation at the end 
of the Revolution, achieved a status 
which still lends color to their conten- 
tion that they are a separate group of 
nations, though but tiny communities 
within the borders of the state of New 
York. They are self-governing com- 
munities, following their own peculiar 
laws as to inheritance and property. 
With these the United States has at 
present no right to interfere; and with- 
out a change in the legal situation no re- 
distribution of land could take place. 

The independence of the Pueblo In- 
dians in New Mexico was, until recently, 
even more strongly emphasized. They 
held their lands by grant from the King 
of Spain, with an unquestioned chain of 
title running well back into the seven- 
teenth century. They came into our na- 
tion as citizens of the Republic of Mex- 
ico, and landlords under the laws of 
that country, as of Spain before her. 
After the Treaty of Guadalupe Hidalgo, 
Congress gave the Pueblos patents 
to their lands, these patents serving as 
a confirmation of the earlier grants. A 
decision of the United States Supreme 
Court in the Joseph case’, in 1876, made 
it clear that the title of the Pueblo In- 
dians antedated and was superior to that 
of the United States; that they were not 
to be considered as Indian tribes within 
the meaning of the intercourse acts of 
1834, governing the relations of the na- 


* United States v. Joseph, 94 U. S. 614 (1876). 


tion with the roving Indians of the 
West; and that they were possessed of 
the legal right to do as they would with 
their own property. So the matter 
stood for many a year, until the En- 
abling Act, by which New Mexico came 
into the Union as a state, declared the 
Pueblo lands to be “Indian country,” 
and threw over the whole matter a cloud 
of doubt which has yet to be lifted. 

In addition to these two very special 
instances, the lands of the Five Civilized 
Tribes in Indian Territory or Okla- 
homa have always been the subject of 
special consideration and individual leg. 
islation from Congress. These “nations” 
had a degree of self-government from 
the time of their removal to the West, 
and held their lands under tribal patents, 
which would preclude their considera- 
tion as “reservations” in quite the same 
sense in which the word is applied else- 
where. 


The Attempt to Make Indian Farmers 


The creation of special reservations 
for Indian tribes involved a great deal 
more than a mere treaty or law. It 
meant, in many cases, an entire change 
in the method of living. With the plains 
Indians this was most strikingly the 
case. As warfare became less and less 
their main occupation, as the herds of 
buffalo began to diminish, it became ap- 
parent that some measures would have 
to be taken to offer them a new means 
of subsistence. The land was there, and 
to the American farmer it was a promise 
of life and even wealth. But to the Sioux 
or the Comanche, the Cheyenne or the 
Ute, it held no such allurement. The 
Indian lacked not only the knowledge of 
farming, but the disposition to acquire 
such knowledge, as a general thing. 
Even with the best of good-will he could 
not have scratched a living from the soil 
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without aid; and his pride would, in 
most cases, have permitted him to starve 
rather than descend to the work of a 
squaw. 

What resulted from this situation was 
perhaps the cruelest evil that the United 
States has visited upon the Indian—the 
ration system. Necessity created the 
practice of issuing beef and flour and 
the rest; but necessary evils are none the 
less demoralizing and vicious. The army 
would alternately fight and feed the 
natives of the plains; and looking now 
upon the results, it appears that the 
fighting was on the whole the kinder 
procedure. The pauperization of whole 
tribes—their degradation from braves 
to beggars—is the severest of the many 
indictments that can be brought against 
the nation for its treatment of the In- 
dian. 

But in extenuation it may be said that 
this treatment, too, had its beginnings 
before the United States began. From 
the first the European alternated be- 
tween severity and cajolery; he would 
overawe the native by force or propiti- 
ate him with gifts and flattering prom- 
ises. The first paragraph begins the tale 
of vacillation and indecision. 

Adopted with the idea of bridging 
over the time until the Indian should 
become self-supporting on his own land, 
the rationing helped to postpone self- 
support for an indefinite period. To- 
gether with the annuity payments often 
made as a return for cessions of land, 
the Indian was enabled to live accord- 
ing to his low economic and social 
standards, without the need for labor. 
And he had not the belief in labor that 
distinguished the American of the mid- 
dle generations, but, instead, the lofty 
contempt of the savage for effort that 
did not carry with it the nature of an 
exploit. One could boast long and loud 
of taking a scalp or felling a buffalo; 


but scarcely of severing the corn from 
its stalk or digging the potato. Work 
of this sort was for women. 


Land Tenure as Factor Encouraging 
Indian Farming 


So the business of making the Indian 
into a farmer did not progress rapidly. 
But it did go on, little by little, in many 
instances; and the feeling grew up 
among the whites who particularly in- 
terested themselves in the welfare of 
the red man that this transformation 
would come much more speedily if the 
land were owned by the Indians individ- 
ually instead of as a tribal possession. 
Personal responsibility and personal re- 
wards, it was felt, would bring about an 
ambition and an industry that communal 
ownership could not or did not stimu- 
late. 

In this, public opinion failed, as it so 
often does fail, to take into account the 
fact that the attitude toward land own- 
ership which long centuries had bred into 
our race was still lacking in the Indian. 
Our heritage of attachment to the soil 
and to the private ownership of land has 
been fostered for so many generations 
that we forget that it is an inheritance 
from the ages, and regard it as a human 
instinct common to all men. The Indian 
has no such tradition behind him, and 
the instinct of private possession is lack- 
ing. At best his acquisition of such an 
attitude would be imitative of those 
about him, not sprung from his inner 
nature. A 25-year period of individual 
landholding was relied upon to take the 
place of what in our history was an evo- 
lution lasting many centuries. 

By special law a number of reserva- 
tions were divided into portions for the 
individuals of the tribe from time to 
time; but it was not until 1887 that the 
General Allotment Act provided for the 
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breaking up of all reservations, at such 
times as the judgment of the Executive 
should determine. In his report for 
1878 the Commissioner of Indian Af- 
fairs had reviewed the land situation, 
and had made the following summary 
of the proposed remedy: 


As fast as the Indians are consolidated upon 
reservations, or in cases where they are now 
located on good agricultural lands where it is 
deemed best that they should remain, the Sec- 
retary of the Interior should be authorized by 
a law applicable to all the tribes to allot the 
lands in such reservations among the Indians 
belonging thereon, in tracts not exceeding 160 
acres to the head of a family, or 80 acres to 
each single person over 21 years of age, and 
to issue patents therefor without the right to 
sell, mortgage, lease, or otherwise alienate the 
same for the term of 25 years from the date of 
the patent; said lands so patented to be exempt 
from taxation and from levy or sale under 
process of any court for a like term of years; 
all property acquired by the Indians, aside 
from the lands received from the government 
as above suggested, and the annuity or other 
tribal funds derived under any treaty with the 
government, to be subject in all respects to the 
laws of the state or territory in which the 
party may reside. 

Such an act would, I am satisfied, afford 
to the Indians the degree of protection neces- 
sary to their civilization and lead them grad- 
ually to a full comprehension of the rights, 
privileges, duties, and responsibilities of Amer- 
ican citizenship, which I shall hope to see ac- 
corded to them whenever in the future they 
become fully competent. A bill embracing 
the material points above indicated will be pre- 
pared for submission at the coming session of 


Congress. 


It was nine years before the bill was 
finally passed, nine years which included 
much awakening of public interest in In- 
dian matters. It was the time of Ra- 
mona and A Century of Dishonor; it 
was the decade which began the con- 
ferences at Lake Mohonk, where each 
autumn friends of the Indian met to dis- 
cuss the problems of the race with the 
Board of Indian Commissioners. It was 


also the decade of the Meeker murder 
and the Geronimo raids. To some of 
the dwellers in the West, a good deal 
of perspective was needed to develop 
a belief in the perfectibility of Indian 
character. 

Nevertheless, the adherents of the 
law were not entirely wrong in greeting 
it as “a great step in advance in In- 
dian policy” and in suggesting that ‘‘the 
day when it was approved by the Presi- 
dent may be called the Indian Emanci- 
pation Day.” And these were the rea- 
sons given in the report of the Board of 
Indian Commissioners for such a eulo- 
gistic view: 

This measure gives to the Indian the possi- 
bility to become a man instead of remaining a 
“ward of the government.” It affords to 
him the opportunity to make for himself and 
his family a home, and to live among his equals 
a manly and independent life. It offers to 
him the protection of law and all the rights 
and privileges and immunities of citizenship. 

It is plainly the ultimate purpose of the 
bill to abrogate the Indian tribal organization, 
to abolish the reservation system, and to place 
the Indians on an equal footing with other 
citizens of the country. 

We do not look for the immediate accom- 
plishment of all this. The law is only the 
seed, whose germination and growth will be 


a slow process, and we must wait patiently — 


for its mature fruit. There are difficulties 
and perplexing questions to be settled and 
conflicting interests to be adjusted. Some of 
these are to be found in the character and 
habits of the Indians themselves; while many 
are ready and have been waiting long for this 
beneficent measure, some non-progressive In- 
dians are still opposed to it, and will throw 
obstacles in the way of its execution. They 
see their power and importance as tribal chiefs 
slipping away, and they have enough human 
nature to cling tenaciously to their preroga- 
tives. 


But this opposition from Indians who 
were reluctant to receive their lands in 
severalty was only one of many obstacles 
that stood in the way of the complete 
working of the allotment law as those 
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who favored it had anticipated. As Sen- 
ator Dawes, whose name the enactment 
has always borne, pointed out, it was 
an opportunity rather than an accom- 
plishment : 


Today the law confers upon every Indian 
in this land a homestead of his own; and if he 
will take it, makes him a citizen of the United 
States, with all the privileges and immunities 
and rights of such a citizen, and opens to him 
the doors of all the courts of the land on the 
same terms that it opens them to any other 
citizen, imposing upon him the obligations and 
extending to him the protection of all the laws, 
civil and criminal, of the state or territory in 
which he resides. What is this 
change? It is not any transformation of the 
Indian. The Indian remains today just what 
he was before, himself and nothing else. The 
law has only enacted an opportunity and 


nothing more, but that is a point I can hardly 


myself understand and comprehend, so far- 
reaching is it in connection with this question, 
so multiplying its phases, so summoning up of 
new questions and bringing up new difficul- 
ties in the path of him who tries to do some- 
thing for the Indians. 

Two hundred thousand Indians have been 
led out, as it were, to a new life, which is to 
them all a mystery; they do not know whither 
it leads or how to travel it. . . . What 
is the Indian? Blind, helpless, ignorant. Not 
one in a hundred speaks the language of the 
country. ‘The responsibilities of citizenship 
you have put upon him, without his even 
knowing what you were doing. You all at 
once bid him stand forth among men, put him 
upon the same platform of opportunity, of 
responsibility, of aspirations, upon which you 
stand yourselves. The government has gone 
further; it has found him a homestead and 
citizenship and power in the land. The gov- 
ernment leaves it there; the rest of the work 
is yours and mine. 


Disposal of Surplus Lands 


A necessary corollary of giving a cer- 
tain portion of land to each individual 
of the tribe was the disposal of the 
lands remaining undivided. These sur- 
plus lands, the law provided, were to be 
sold for the benefit of the tribe, the 


money placed in the United States 
Treasury to its credit, to be disbursed 
upon authority of Congress for Indian 
support and civilization. A double 
benefit was to be derived from this. The 
proceeds from the sale were to give the 
Indian a start as a farmer, provide him 
with a house in place of a tepee or 
wickiup, furnish him tools for farming, 
material for fencing, and everything 
that would place him well on the road 
to self-support. 

The second advantage that was to 
come to the Indian from this breaking 
up of the reservations was the coming 
of white neighbors, who, in taking up 
farms all about him, would stimulate 
him by their example and their stand- 
ards of living. So civilization would 
come to the Indian. 

In sections where allotments were 
made and surplus lands sold, both these 
conditions came about in a measure; but 
the results were frequently very differ- 
ent from those anticipated by the pro- 
ponents of the Dawes Act. The sur- 
plus lands, where at all desirable, were 
speedily taken up; the influx of white 
settlers began as soon as permitted. This 
brought along with it the schools, the 
towns, the general advantages of the 
white man’s way of living, which it was 
hoped would hasten the development of 
the Indian into those same ways. 


The Rigidity of Indian Customs 


But all history tells us that the chang- 
ing of standards of living must be a 
slow and gradual process. The Indian 
learns only little by little to prefer a 
house to a tepee, a stove to a fire of 
sticks in the open, a clean bed to a pile 
of insanitary skins and rugs. And only 
little by little does he learn the desir- 
ability of labor, the rich promise of 
fields and flocks. 
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So the Indian farm or allotment 
would stand uncultivated while the less 
desirable plot beside it, which the In- 
dian had not chosen but had left open 
for sale to the whites, was quickly occu- 
pied and put under cultivation. It is 
true that the Indian might see from this 
development of the less choice portions 
of his country the possibilities lying in 
the richer lands. It is also true that the 
white man, too, was quick to see the 
possibilities of the better fields, and to 
offer to add to his own acres by leasing 
those of his Indian neighbor. 


Leasing Indian Allotments 


This leasing was done by the officers 
of the government, for though an al- 
lottee and a citizen, the Indian was not 
yet owner of the complete title to his 
land, which was held in trust, according 
to the law, for a period of 25 years. 
In the main, the government procured a 
fair price for the land and took care of 
the money, disbursing it to the Indian 
with all care and diligence. In this 
phase of administration there seemed 
little to criticize; presumably all was 
done in the best interests of the red man. 

But lease moneys, and annuity 
moneys, and the various aids and bene- 
fits to be had without an effort, too often 
sufficed for the Indian’s wants, rather 
than spurring him on to higher attain- 
ments. His needs were simple; and in 
many cases were more than met by these 
easy gratuities. The development of 
higher wants did not follow as it might 
have done in the case of the white man. 
Again we were trying to read Anglo- 
Saxon characteristics into the Indian, 
and again failed to find them. The In- 
dian remains an Indian still. The mak- 
ing of the hunter into a tiller of the soil 
proved a slower process than his friends 
expected. 
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Difficulties of Allotment Policy 


The process was complicated by the 
frequent change of purpose which seems 
to have attended Indian matters at 
every stage. The Commissioner of In- 
dian Affairs, in his report for 1900, 
summed up some of the difficulties in 
vigorous fashion. At this time some 
60,000 allotments had been made all 
over the country—“on paper at least,” 
was Commissioner Jones’ comment: 


The true idea of allotment is to have the 
Indian select, or to select for him, what may 
be called his homestead, land upon which by 
ordinary industry he can make a living either 
by tilling the soil or in pastoral pursuits. The 
essentials for success are water and fuel, but 
above all the former, for fuel can, if necessary, 
be procured and brought from a distance. To 
put him on an allotment without water and 
tell him to make his living is mere mockery. 
His allotment having been selected, he should 
be required to occupy and work it himself. In 
this he must have aid and instruction. If he 
has no capital to begin on, it must be given 
him; a house must be built, a supply of water 
must be assured and the necessities of life fur- 
nished, at least until he can get a start and his 
labor become productive. The better to assist 
them, the allottees should be divided into small 
communities, each to be put in charge of per- 
sons who by precept and example would teach 
them how to work and how to live. 

This is the theory. The practice is very 
different. The Indian is allotted and then al- 
lowed to turn over his land to the whites and 
go on his aimless way. This pernicious prac- 
tice is the direct growth of vicious legislation. 
The first law on the subject was passed in 
1891, when Congress enacted that whenever it 
should appear that by reason of age or other 
disability any allottee could not personally and 
with benefit to himself occupy or improve his 
allotment or any part thereof, it might be 
leased under such regulations as the Secretary 
of the Interior should prescribe for a period 
not exceeding three years for farming or graz- 
ing, or ten years for mining purposes. In 1894 
the word “inability” was inserted, and the law 
made to read “by reason of age, disability, or 
inability.” The period of the lease was also 
fixed at five years for farming or grazing and 
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ten years for mining or business purposes. This 
remained unchanged until 1897, when “in- 
ability” was dropped out, age or disability 
alone made a sufficient reason for leasing, and 
the periods changed to three and five years, 
respectively. ‘This law was operative until 
the current year (1900) when it was again 
changed, “inability” restored, and leases lim- 
ited to five years, for farming purposes only. 

It is conceded that where an Indian allottee 
is incapacitated by physical debility or decrepi- 
tude of age from occupying and working his 
allotment, it is proper to permit him to lease 
it, and it was to meet such cases as this that 
the law referred to was made. Had leases been 
confined to such cases there would be little, if 
any, room for criticism. But “inability” has 
opened the door for leasing in general, until 
on some of the reservations leasing is the rule 
and not the exception, while on others the prac- 
tice is growing. 

To the thoughtful mind it is apparent that 
the effect of the general leasing of allotments 
is bad. Like the gratuitous issue of rations and 
the periodical distribution of money, it fosters 
indolence with its train of attendant vices. 
By taking away the incentive to labor, it de- 
feats the very object for which the allotment 
system was devised, which was, by giving the 
Indian something tangible that he could call 
his own, to incite him to personal effort in his 


own behalf. 


The leasing law of 1900, of which 
Commissioner Jones speaks, is in force 
today; and the act of June 25, 1910, 
broadens its provisions by permitting 
the leasing of ‘any Indian allotment 
held under a trust patent.” The disad- 
vantages of leasing, apparent in 1900, 
are no less apparent today. In many a 
section of the country one may travel 
through these ‘“‘open reservations” and 
know at a glance which farms are still 
in Indian hands and which are being 
operated by white owners or lessees. 
Even if the Indian landlord, on the few 
acres which may have been withheld 
from leasing for a home site, has a 
house which is fully the equal—to say 
the least—of the dwelling of his white 
tenant, still the difference is obvious. 
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For the farmer will have planted trees 
about his house; there will be cows at 
pasture and chickens in the barnyard. 
The Indian proprietor does not look 
ahead to the slow maturity of a tree; 
and he resents the daily attention needed 
by live stock. Such attention interferes 
with the frequent extended visiting, the 
weeks of absence for dance or fair or 
other merrymaking, so dear to the In- 
dian heart. 

This rule is by no means universal; 
there are many Indian homes with trees 
and gardens, where chickens and cows 
receive regular care. There are fair 
fields and rich crops that testify to the 
goodly distance the red man has trav- 
eled on “the white man’s road.” That 
he should travel in that direction at all, 
in view of the many inducements to 
idleness and indifference, is worthy of 
remark. 


Land Policy, Citizenship, and Liquor 
Regulation 


Some of the attendant circumstances 
of his new status awakened a keener in- 
terest in the Indian than did the right to 
plow and reap. As a citizen, the fact 
that the courts were open to him seemed 
less immediate than the fact that the 
saloons were. His desire for litigation 
was less pressing than his desire for 
whisky. 

From the days when a council with 
the trader and his party ended in a dis- 
tribution of kegs of liquor and a frantic 
spree with its consequent fights and mur- 
ders, the Indian had both sought and 
feared the fire-water of the white man. 
The question of intoxicating liquors had 
been inextricably bound up with his land 
from the very beginning. One after 
another the treaties would stipulate that 
so long as grass should grow and water 
run, no liquor should be brought into 
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“Indian country.” It was a policy upon 
whose wisdom every one was agreed. 
It was equally a policy which nearly 
every one conspired to violate. 

Neither the Indian nor the purveyor 
of intoxicating liquors was slow to take 
advantage of the new condition of af- 
fairs. It was a matter of years, how- 
ever, before the question reached a final 
adjudication in the Supreme Court. The 
Heff case*, decided April 10, 1905, 
granted a writ of habeas corpus in favor 
of one Albert Heff, who had been con- 
victed in the lower courts of selling 
liquor in the town of Horton, Kansas, 
to an allotted Indian. Inasmuch as the 
Indian had been declared a citizen and 
was not within the borders of Indian 
country at the time of the sale, it was 
held that he was within his rights in 
buying, and the defendant in selling, the 
liquor. 

“‘We are of the opinion,” the decision 
held, “that when the United States 
grants the privileges of citizenship to 
an Indian, gives him the benefit of, and 
requires him to be subject to, the laws, 
both civil and criminal, of the state, it 
places him outside the reach of police 
regulations on the part of Congress; 
that the emancipation from federal con- 
trol thus created cannot be set aside at 
the instance of the government without 
the consent of the individual Indian and 
the state, and that this emancipation 
from federal control is not affected by 
the fact that the lands it has granted to 
the Indian are granted subject to a con- 
dition against alienation and encum- 
brance, or the further fact that it guar- 
antees to him an interest in tribal or 
other property.’”® 

At the same time, an opinion of the 
Attorney General commented on the 
fact that this decision had no reference 


‘Matter of Heff, 197 U. S. 488 (1904). 
*197 U. S. 488 at 509. 


to the sale of liquor upon a reservation 
or upon an individual allotment still 
held in trust; that while the individual 
Indian was free to purchase liquor as 
any white citizen might, yet the laws 
forbidding the introduction of intoxicat- 
ing liquors into “Indian country”’ still 
applied to his allotment. 


The Burke Act of 1906 


This decision was a large factor in 

leading to the passage, in 1906, of the 
Burke Act, which modified the provi- 
sions of the General Allotment Act of 
1887 in a number of important particu- 
lars; the foremost modification was the 
provision that the Indian holding an al- 
lotment under a trust patent should not 
become a citizen of the United States 
until the quarter-century of the trust 
period should expire, and he should re- 
ceive a patent in fee to his land. 
- This decision, of course, could not af- 
fect the 70,000 or more Indians who 
had already received their trust patents 
under the Act of 1887. They were in 
all parts of the country, on reservations 
scattered far and wide. Their citizen- 
ship, once granted, could not be with- 
drawn; but even for them the act served 
to tighten the reins of official supervi- 
sion, to confirm the authority of the gov- 
ernment to keep liquor away from their 
lands and from their persons while they 
remained on their lands. It served, also, 
to preserve in a measure the character 
of a “reservation” even after the allot- 
ment of land in severalty. 


— Conditions of Land Ownership in 
Fee Simple 


As an offset to this tightening of the 
lines, a way was provided by the act for 
complete freedom from supervision for 
Indians by the issuance of patents in fee 
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to their land, whenever the Secretary 
of the Interior should be satisfied of the 
competency of the allottee to manage 
his own affairs. Before that time, special 
legislation had been necessary before 
an Indian could be freed of the trust 
resting upon his land; now under regu- 
lations prescribed by the Secretary, he 
could make application for a patent in 
fee, and would receive it upon satisfy- 
ing the Department of his alibity to han- 
dle the property for himself. 

The Commissioner of Indian Affairs 
at this time, Francis Leupp, commented 
on this feature as a very important one, 
‘Gf not the most important relating to 
Indians that has been vested in the De- 
partment; and logically correct and in 
harmony with the spirit of the body of 
the law.” With respect to the applica- 
tion of this power to issue patents in fee, 
he recommended that the ability of the 
Indian to make his own way in the world 
by industry should be the determining 
consideration in releasing him from gov- 
ernmental restrictions. In short, he 
said: 


I would make industry the primary test 


and use this as a lever to force Indians to earn | 


their bread by labor. There is no danger of 
proceeding too slowly; the spirit of the times 
will not permit any stagnation. The legis- 
lation of recent years shows conclusively that 
the country is demanding an end of the Indian 
question, and it is right. The Burke law, 
wisely administered, will accomplish more in 
this direction than any other single factor de- 
veloped in a generation of progress. When it 
is supplemented by other legislation which 
will enable their pro rata shares of the tribal 
moneys to be paid, principal and interest, to 
competent Indians, the beginning of the end 
will be at hand. Such Indians, owning their 
land in fee, and receiving their portions of the 
tribal property without restriction, cannot by 
any course of action maintain a claim for 
further consideration. Through such measures 
the grand total of the nation’s wards will be 
diminished daily and at a growing ratio. 


Remnants of Tribal Property 


Between that day and this—nearly a 
score of years—there has undoubtedly 
been a great diminution in the “grand 
total of the nation’s wards.” But legis- 
lation permitting the complete division 
of tribal property has not yet been en- 
acted, so that in many cases it is true 
that perfectly competent men and 
women of greater or less degree of In- 
dian blood, quite able to handle their 
own business affairs, possessors of the 
fee simple title to their lands, are still 
under the supervision of the Federal 
Government with respect to tribal 
moneys and annuities, and are carried 
on the tribal rolls for the receipt of 
such funds. Again and again has the 
question of making a distribution of 
tribal property such as to release thor- 
oughly competent people from super- 
vision been broached; but again and 
again the technical difficulties in the way 
of such divisions, and the realization of 
the abuses that have always followed 
any letting down of the bars in Indian 
matters, have stayed the hand of the 
legislators. 


Sales of Indian Lands 


The authorization of patents in fee 
for competent Indians was designed for 
the purpose of freeing educated and 
industrious Indians from ‘“‘wardship.” 
In general, however, the freedom from 
restrictions was valued because it made 
possible the sale of the land. An appli- 
cation for a patent in fee was a neces- 
sary preliminary to sale. When this 
was allowed to happen another failure 
was scored up against the plan to make 
the Indian a farmer. 

An act of the following year (1907) 
authorized the sale of the lands of an 
incompetent Indian for his benefit, in 
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the discretion of the Secretary of the In- 
terior; and this applied both to the lands 
originally allotted to an Indian and to 
those which he might inherit through 
the death of other allottees of his fam- 
ily. In 1908 restrictions upon the lands 
of the members of the Five Civilized 
Tribes were cut to the minimum; freed- 
men, intermarried whites, and all hav- 
ing less than one-half Indian blood, 
were free to sell all their lands; mixed- 
blood Indians having one-half or more, 
but less than three-quarters Indian 
blood, might dispose as they pleased of 
all but a homestead allotment. Similar 
laws were made from time to time for 
some other tribes. 

The situation at the White Earth res- 
ervation in Minnesota is an illustration 
of the abuses that could arise wherever 
ignorant allottees were in possession of 
the natural wealth so coveted by the 
white man. The White Earth story is a 
flagrant example, it is true, but the con- 
ditions discovered there are in their 
essence typical of the situation every- 
where. 

An act passed in 1905 removed all 
restrictions from the lands of adult 
mixed-blood Indians, declaring that the 
trust deeds passed the title to the allot- 
tees in fee simple. The timber upon 
these allotments made the land es- 
pecially tempting. Commissioner of In- 
dian Affairs Valentine described in his 
report for 1910 the situation that was 
brought to light by investigators: “The 
allottees began to sell their land as soon 
as the act was passed. The cupidity of 
the white purchasers led to flagrant vio- 
lations of the law. They purchased lands 
of Indians who were unquestionably full- 
bloods and plainly not competent to sell 
their lands under the law. Trickery and 
fraud of all kinds were resorted to, and 
finally about 95% of the allotments, or 
the timber on the allotments, of White 


Earth allottees had been disposed of 
under the pretended authority of the 
law. Millions of dollars were involved 
in these illegal sales.” 

To correct these evils as far as pos- 
sible, suits were instituted to restore the 
lands in the case of fraudulent sales, and 
a new roll of the Chippewa of White 
Earth made, to show the degree of In- 
dian blood as accurately as might be. 
But it was all a vexed question, and the 
results, while beneficial in the main, 
were not so far-reaching as was desired. 
The confusion of Indian family rela- 
tionships and the vagueness of Indian 
testimony proved a serious hindrance to 
the work. 

Such occurrences as these illustrated 
the fact that by this time should have 
been apparent to every one; that to the 
Indian a bird in the hand is worth many 
in the bush. Long foresight and thrift 
are not his inheritance; and the environ- 
ment with which he has been surrounded 
has not tended to develop those charac- 
teristics. Even under the most favorable 
conditions, a quarter-century of good ex- 
ample could not change an ancestral at- 
titude completely. He is not yet in the 
stage of development in which he can 
willingly forego present indulgences for 
the sake of future benefit. Even the 
farmer’s forward look from the sowing 
in the spring to the harvesting in the 
autumn is a long way for the primitive 
mind. 


Results of Allotment Policy 


At the present time, about 200,000 
Indians have received allotments of land 
in varying quantity, determined by the 
nature of the soil, the size of the tribe 
in comparison with its acreage, and 
various other factors. The average is 
approximately 200 acres per allotment, 
but the large assignments of land in 


nc 
is 

ag 
he 
fif 
lai 
ur 
Gi 

ii T: 
di: 

fe 

of 

nu 

We 
id 

fa 

pa 

gr 

18 
tin 

fre 
TI 

up 

diz 

ne 

she 

be 

pe: 

be 

tut 

lor 

a ‘ 

the 

tin 

wh 

th 

thi 

pe: 
the 

ter 
: pat 


OUR INDIAN LAND POLICY 10§ 


non-irrigated regions, where pasturage 
is the only feasible use, raises this aver- 
age. In farming sections the allotments 
have more commonly been 160 acres. 

Of the Five Civilized Tribes, four- 
fifths of the allottees have received their 
lands in fee simple and are no longer 
under the jurisdiction of the Federal 
Government. Outside of the Five 
Tribes, there are perhaps 30,000 In- 
dians who, by the issuance of patents in 
fee, have been given the right to dispose 
of their lands as they might wish. The 
number thus shaking off the condition of 
wardship is constantly increasing. 

It is not, however, increasing so rap- 
idly as might be expected in view of the 
fact that the General Allotment Act was 
passed 36 years ago, and that upon the 
great body of allotments made in the 
1890’s the trust period should by this 
time have expired, leaving the allottees 
free to do as they please with the land. 
The quarter-century which was counted 
upon as a growing period for the In- 
dian’s sense of responsibility and readi- 
ness to meet the world has proved too 
short a space, the verdict has frequently 
been; and again and again, as the trust 
period would near its end, Congress has 
been called upon to extend the time of 
tutelage, for 10, for 20, or for 25 years 
longer. And though the year 1917 saw 
a “declaration of policy” on the part of 
the Indian Office looking toward the set- 
ting free from restrictions of all Indians 
who might be considered competent, yet 
the danger of freeing whole tribes 
through the expiration of their trust 
period became increasingly evident, and 
the years following have seen many ex- 
tensions of the trusts. 


Persistence of Tribal Customs 


The theory that the issuance of a 
patent in fee removed the Indian from 


supervision has not gone without modi- 
fication. Even apart from the tribal 
funds, if such exist, in which he would 
still retain a share, there is a strongly 
marked trait of Indian character with 
which the theory does not reckon. The 
communal feeling and habit have by no 
means died out in the race, and the In- 
dian who has taken his fee patent, sold 
his land, and squandered the proceeds, 
is still a member of his tribe and a 
sharer in their welfare, not only officially 
by way of annuities, but individually by 
way of the visiting that makes up so 
large a feature of Indian life. 

The white man who has lost all his 
property instinctively looks for some 
employment. The Indian in like case 
simply moves his family into the home 
of another Indian, and shares his house 
or his tepee in perfect assurance of his 
welcome there so long as provisions hold 
out, and even beyond. ‘““Take no thought 
for the morrow” is the commandment 
especially dear to the Indian heart. So 
the Indian who has gone through all his 
property is not so nearly destitute, not 
so ready to turn to the last dreaded ex- 
pedient of labor, as we might expect. 
He must wear out his welcome with his 
friends and fellow tribesmen before he 
is really driven to toil. 

In the sections where allotment took 
place early—and there was a great ac- 
tivity in allotting 30 to 35 years ago— 
there is growing up, or has already 
grown up, a generation without land, 
because it is a generation born after the 
distribution of land was made. Young 
men from 20 to 30 years of age, 
schooled and trained in labor, the very 
ones who might be expected to bring 
about a realization of our farmer ideal 
for the Indian, are the very ones who 
have no land on which to carry out the 
ideal. Young women of 20 to 30, 
schooled and trained in the duties of the 


of 
he 
ne 
id 
te 
n- 
1e 
n, 
d. 
a- 
in 
tO 
7e 
Ly 
ft 
n- 
C- 
le 
X= 
t- 
e 
n 
e 
g 
e 
| 
n 


106 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


home, the very ones who might be ex- 
pected to bring about a realization of 
our ideal of an improved home standard 
for the Indian, are the very ones who 
have no homes in which to practice the 
arts they have learned. Thus the gen- 
eration that should be leading is drift- 
ing instead. In some instances, of course, 
these younger men and women have 
lands by inheritance. But the chances 
of life do not deal out inheritances 
equally, however evenly the lands may 


have been divided at the outset; nor is 
it a reasonable expectation that one will 


become an orphan in the twenties. The 
life of drifting will have had its effect 
before the young Indian becomes a land- 
owner; he will have learned the easier 
way, and such ambition to work as he 
may have gained from contact with 
white standards will be dissipated before 
the opportunity to gratify it appears. 


Present Status of Indian Land Tenure 


So far as land ownership goes, we find 
Indians in so many different situations 
that this aspect of the Indian problem 
has an almost bewildering complexity. 
They fall into several distinct classes, 
which it is worth while to summarize: 
_ I. There are the “landless” Indians. 
These are to be found principally in 
California and in the farther West. 
These are Indians with whom no treaty 
relations have existed and for whom no 
provision has been made. They have, 
not infrequently, attained from this neg- 
lect an independence and an industry 


which make them in their extreme pov- 


erty more productive members of society 
than their wealthier fellows. They are 
to be found in the ranks of casual labor, 
or as “squatters” upon lands to which 
they hold no title. During the past 
dozen years locations have been found 
for many of these. 


2. There are the Indians still living 
in tribal relations and upon reservations 
which have never been parcelled out to 
them as individuals. The reservations 
may have been established by treaty or 
by Executive order, or by a combination 
of the two. The Indians may be nomads 
over the face of their lands, as are the 
Navaho or the Utes of Ute Mountain; 
they may have little or large portions of 
land assigned to individuals by the con- 
sent of the tribe, as with the Pueblos or 
the New York Indians; but they have 
not the patents which show an individual 
allotment of land authorized by Con- 
gress and made under the direction of 
the Secretary of the Interior. Some of 
the tribes in such cases are merely await- 
ing a delayed allotment; others have 
land of such a nature, but communal or 
nomadic habits are so strong that the 
time for individual allotment is mani- 
festly not yet at hand. In wealth, too, 
they present every extreme; some tribes 
being without funds, others having huge 
deposits in the Treasury as the result 
of mining or logging or the like. 

3. There are the Indian allottees, 
still holding lands under trust patents, 
where the reservations have been broken 
up into allotments. If their allotments 
were made between 1887 and 1906, they 
became citizens of the United States 
when they received their allotments. If 
they received their land since the pas- 
sage of the Burke Act, they did not 
become citizens until 1924, when Con- 


gress extended citizenship to all native- - 


born Indians. Their reservations may 
be closed—by which term is meant that 
the surplus lands have not yet been 
offered for sale and opened to settle- 
ment by the white man. The Crow 
reservation is an example of this. Or 
the reservation character of the land 
may have been all but destroyed by the 
opening to white settlement. Such are 
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most of the Oklahoma lands, a large 
share of. the vast Dakota reservations, 
and many others that might be in- 
stanced. And so far as the use of his 
land goes, we may find the Indian actu- 
ally living upon it and producing crops, 
or he may be living upon lease moneys 
collected from the white tenant by the 
officers of the government. 

4. There are the non-allotted Indi- 
ans upon these same open or closed 
reservations. These are the younger 
members of the tribes—‘‘newborns,”’ as 
the Cherokees call them. Where allot- 
ment began early, these “newborns” 
may be mature men and women; where 
it was late, it may be only the infants 
of the tribe who have been left out in 
the division of the soil. Except in the 
case of a few tribes allotted by special 
enactment prior to the passage of the 
General Allotment Act, none of these 
unallotted members of allotted tribes 
should be more than 35 years of age. 
As time goes on it will be increasingly 
true that the active generations of the 
tribes are the landless Indians, save as 
portions left unsold at the death of the 
older members may come to them by 
inheritance. These landless Indians 
share in the tribal funds none the less 
for their inability to share in the lands; 
they are upon the tribal rolls, and when 
land descends to them, it has the same 
type of restrictions as if it were pass- 
ing into the hands of an allottee. How- 
ever, these restrictions are not so rigid 


. as in the case of the original allotments; 


the privilege of selling inherited lands 
has always been easily granted in com- 
parison with the sale of allotted land, 
and the land that does come to these 
unallotted men and women tends to slip 
from their hands very easily. In the 
case of the children who inherit lands, 
the tendency is for such holdings to be 
sold at the solicitation of those having 


the child in charge, for support and 
maintenance during the early years. 

5. Finally, we come to the Indians 
who by reason of the expiration of the 
trust period, or by virtue of the decisions 
of a competency commission, have re- 
ceived patents in fee to their land. Not 
all of these are as completely free of 
governmental supervision as was in- 
tended by the framers of allotment acts, 
for other tribal property and funds may 
exist in which they may claim a share. 
So the tribal rolls not infrequently con- 
tain the names of Indians whose lands 
are no longer restricted. Only when 
the tribal affairs have been completely 
wound up, the rolls closed, the last pay- 
ments made, may the patent-in-fee 
Indian be said to be completely released 
from the supervision of the government. 

The first fruit of the patent in fee 
to the land is the obligation to pay taxes, 
from which the allotment has been free 
throughout the trust period. But all too 
often the Indian in receipt of a patent 
in fee never comes into contact with the 
tax-gathering arm of the state. He does 
not stay in possession of his land long 
enough for a tax schedule to be made 
out or an assessor to visit him. There 
is always the white man ready to pur- 
chase, and the attractions of the bird in 
hand prove too tempting to resist. 


Results of Policy of Making Indian 
Farm Owner-Operators 


So we swing around the circle and 
come again to the landless Indian. 
Against the policy of keeping the In- 
dian on a farm, time and nature have 
worked vigorously. Bestowing land 
upon the generation of the 9o0’s has not 
in most instances reserved it for the 
generation of the 1920’s. Nor has it 
fulfilled the rosy hopes of a generation 
ago, that by this time the tribal entity 


1g 
ns 
to 
ns 
or 
yn 
ds 
he 
ns 
of 
n- 
or 
7e 
al 
n- 
»f 
yf 
t- 
re 
yr 
i- 
re 
It 
Sy 
Sy 
n 
y 
f 
l- 


108 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


would be dissolved. Old ways, old ties, 
are still strong. 

Some of the obstacles in the way of 
making every Indian a farmer have been 
sketched in this article. Some are in 
the character of the Indian himself, as 
he emerges from the plains or the hills 
to the lands assigned to him—his dis- 
dain of labor and his utter lack of 
regularity and foresight. Others are 
found in his tribal organization with its 
tendencies all toward a sharing of goods 
rather than the growth of individual 
enterprise and ambition. Others lie in 
the character of the land assigned him, 
which might be, as with the Jicarilla 
Apache, too high and too rugged, too 
poor for farming, or, as with the Osage, 
too rich below the surface to be left for 
agriculture. Other hindrances came 


from the white man’s ever-present hun- 
ger for land; whether he bought it 
fairly or sought it by chicanery, his was 
the dominating desire, and bound to pre- 


vail in the end. Other difficulties arose 
from the too easy gifts of the govern- 
ment—rations, annuity moneys, and all 
the things that help to deaden ambition. 
And still other troubles came from an 
indecisive policy that alternately gave 
and withheld, that changed with the 
winds of changing administrations. 

In spite of all these things, the feeling 
that the Indian should become a farmer 
persisted and this feeling prevails to- 
day. It is at the bottom of nine-tenths 
of the policies put forth as a solution 
of the Indian problem. It is a senti- 
ment that must be reckoned with when- 
ever Indian affairs are to be adjusted. 

But awakening the Indian mind to an 
appreciation of the Anglo-Saxon theory 
of land tenure and his heart to a sym- 
pathy with the Anglo-Saxon love of the 
soil is no process of a day. It has taken 
the white man many centuries to de- 
velop. He cannot expect the Indian to 
acquire it overnight. 
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MOTOR TRANSPORT AND OUR 
RADIAL FRONTIER 


By JOHN C. LONG 


nomic phenomena in America 

during the past quarter-century 
has been the rise of the automobile in- 
dustry. In 1900 there were 8,000 
motor vehicles in the United States; 
today there are 18,000,000. Behind 
these cold figures lies an industrial story 
of far-reaching economic and social im- 
port. The growth of motor travel has 
defied the statisticians. It has gone way 
beyond the predictions even of those 
who were in the automobile manufac- 
turing business. Fifteen years ago the 
proposed production of one million cars 
and trucks in a year was regarded by 
the industry as staggering and alarm- 
ing. But the annual output total now 
is around four million units. 

Why has the American public bought 
the automobile in such quantities? How 
has the public purse been able to sustain 
a motor transport expenditure which 
now amounts to about eight billion dol- 
lars annually? Is this large investment 
in motor vehicles causing extensive 
readjustments in the economic picture, in 
land utilization, for example; and what 
effect is it having on living conditions? 
What are the future markets for the 
automobile ? 

These are queries which the situation 
naturally provokes. Satisfactory an- 


Ore of the most puzzling eco- 


swers, moreover, depend upon a careful 
examination of the causes, the extent, 
and the effects of the automobile busi- 
ness, with a view to reaching as far as 
possible an understanding of the social 
and economic significance of motor 
transport. 


I. Growth of Motor Transport 


Most subjects, although complicated 
in detail, are based upon one or a few 
simple principles. Professor Frederick 
J. Turner, in his book, The Frontier in 
American History, has traced the de- 
velopment of America as it has resulted 
from the pressure of population west- 
ward. His theme is helpful toward an 
understanding of the growth of the 
automobile industry. For here, again, is 
a development depending upon the 
frontier, although this time the move- 
ment is radial rather than a pushing 
ahead in one direction. 

Impressed by the rapidity with which 
the American nation moved toward and 
built up the West, we have been inclined 
to think of that phenomenon as a wide 
wave of progress. It might better be 
considered, however, as a series of riv- 
ers rather than a broad, complete flow. 

What happened, in short, was that 
along certain wagon trails, canals, and 
railways, the pioneer pushed westward 
and took the country, but in between 
these gridiron lines of communication 
vast territories remained undeveloped. 


Land Reclaimed by the Automobile 


Shortly after the railways had reached 
the peak of their development in this 
country, the automobile appeared on the 
horizon, offering a new form of trans- 
port. Confined neither to rails nor to 
water, it could operate wherever there 
was a highway, a road, or even a clear- 
ing. Let us imagine a tract of land 40 
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miles square, bounded on each side by 
either railways or river. Before the 
coming of the automobile, the bulk of 
the population would normally be 
within a few miles of the lines of trans- 
port. Today any part of the square is 
socially and economically usable because 
of the automobile; it is within an hour’s 
ride of the main lines of communication. 

It is this situation which has made the 
tremendous growth of the automobile 
economically possible. It must not be 
forgotten, too, that the automobile fur- 
nishes rail-less transportation. Large 
amounts of capital are needed by steam 
railways to prepare road-beds and lay 
rails before operations can begin. The 
capital needed to make a usable motor 
roadway for the same distance is a 
smaller amount. This is but one factor, 
but it is an important element in bring- 
ing the motor vehicle within reach of 
the families in the less prosperous rural 
regions. The steam railways could not 
afford to extend lines into sparsely set- 
tled territory, and the settlers in such 
regions could not afford to subsidize a 
railway extension. Transport was 
therefore at a minimum in regions not 
directly served by railways until the de- 
velopment of the motor vehicle brought 
an alternative within the scope of those 


with limited means. Then the one- 
direction frontier gave way to the radial 
frontier in extending land utilization. 

Likewise, the structure of cities has 
been radically changed by the develop- 
ment of motor transport in much the 
same way that the regional structure 
was changed. A radial extension of the 
city frontier has tended to characterize 
urban growth. 

In 10 years the counties of Long Is- 
land suburban to New York City have 
increased their population from 180,068 
to 236,361. Ten years ago most of the 
land in this area which was within walk- 
ing or horse-driving distance of the 
railway stations was already occupied. 
Today homes are being built up along 
routes that are 10 miles and more from 
the railway station. 

The following tables, giving the urban 
and suburban population of our largest 
cities, indicate that in most cases not 
only have the outlying districts had a 
very large growth in the decade from 
1910 to 1920, but that the percentage 
of suburban population in the whole 
metropolitan district has in general been 
on the increase. 

A recent study of urban growth 
based on Census figures for metropoli- 
tan districts shows that the population 


TABLE I. PERCENTAGE OF SUBURBAN POPULATION IN TyPICAL METROPOLITAN 
DistrIcTs, 1910-1920* 


I91o 1920 
Metropolitan City Suburban | Percentage of | City Suburban | Percentage of 
Area of Proper District Proper 
Baltimoref............ 558,485t 105,325 16%t 733,826T 53,632 7%t 
Boston. ....2.sseeeees 670,585 553 55% 748,040 1,024,194 58% 
Chicago........ssee0s. 2,185,283 270,659 11% 2,701,705 477,219 15% 
465,7 48,320 9% 993,67 171,475 15% 
New York............. 4,766,833 1,799,976 27% 5,620,048 2,290,367 29% 
Philadelphia........... 1,549,008 434,298 22% 1,823,779 583,453 27% 
Pittsburgh............. 533,905 499,147 ro 588,343 619,161 51% 
yf ee 687,029 141,074 17% 722,897 179,115 18% 
San Francisco and Oak- 
567,086 119,787 17% 723,937 168,540 19% 


*Figures from World’s Almanac. 
+Changes made in extent of Baltimore’s cicy limits invalidate any comparison. 
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TasBLE II. AVERAGE ANNUAL EXPENDITURES FOR CERTAIN ITEMS OF ADVANCEMENT IN 
402 Farm Fami.igs Livincston County, New YorK* 


Owner Famiizs Tsnant Aut 
(295) (107) (402) 
Items or ADVANCEMENT 

Amount | Total tion | Amount Proportion Amount |! opertin 

Dollars | Percentage | Dollars | Percentage | Dollars | Percentage 
Formal education................ 39 2.0 29 1.4 36 1.8 
Reading matter.................. 14 a 13 6 14 A 
Contributions to church organiza- 

5 16 8 13 6 
Cost of repairing 

13 6 II 6 


*This study was made in Ig19. 


“Among the items of advancement especially tabulated, the largest is the cost of operating and repairing the automobile. This av 


$65 a year, or 3.2% of all expenditures. Cars were owned by Hot 


Automobiles are among the farm facilities listed by the United States 
percentage for Nebraska exactly equals 


state and throughout the Middle-Atlantic division. 


or 75.6%, of the 402 families, and the annual expense per car was $86. 


‘ensus of 1920 and are reported for 35.2% for all farms in New York 
that for the Livingston county farms, and 


Iowa is not far behind with 73.1%. These states are far above the average of 30.7% for the United States.” 


increase of the central cities from 1910 
to 1920 was 25% in comparison with 
the 33% increase in the outlying subur- 
ban areas... This phenomenon seems 
best explained by the ever-wider use of 
motor transport. We may anticipate 
that the next Census figures probably 
will reveal unmistakably the predomi- 
nance of suburban growth. 


The Automobile on Farm Lands 


Another phase of the radial frontier 
is that of the use of the automobile in 
social and economic progress on the 
farm. This is a subject with many rami- 
fications. Attempts are being made to 
determine to what degree the increase 
in farm land values may be accounted 
for by the improved transport made 
available by the modern highway and 
the automobile. This is a matter diff- 
cult, and perhaps impossible, of accurate 
determination, but obviously land that 
was formerly within several hours’ ride 
of mainline transport and the city 


*Rosalind Tough, “Urban Growth in the United 
States,” The Journal of Land & Public Utility 
Economics, April, 1925, pp. 226-236. 


acquires greater utility when the several 
hours are reduced to one, by more rapid 
transport. It is recognized that these 
benefits of increase in value may not 
always accrue to the farmer and may 
also be offset by burdens of taxation 
and financing; but the fact remains that 
through the cutting down of time, a 
value has been added to society’s 
resources. 

It is hoped that university research, 
in the next few years, will devise meth- 
ods for getting more complete informa- 
tion about the costs of, and the 
increments from, motor transport in 
developing farming and farm lands. 
The United States Department of Agri- 
culture is engaged upon a number of 
studies related to this subject. Among 
these is found Table II?, which is in 
point. 

The motor car is used by the farmer 
not alone for transport to school, 
church, and to the city for household 
supplies, but likewise as a general utility 
vehicle. Every survey undertaken in 


"Family Living in Farm Homes, United States 
Department of Agriculture Bulletin, Number 
1214, p. 16. 
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the rural field brings light on the variety 
of ways in which the farmer is utilizing 
motor transport. For instance, here are 
some communications to the Farm 
Journal: “Can save $200 per year de- 
livering milk’; ‘Made several quick 
trips on real estate deals—cleared 
$300”; “Sold 600 baskets of apples in 
one day. One day later could not have 
sold them at any price”; “‘Got 75 cents 
more per bushel for 400 bushels of 
early potatoes’; “Carry cream to 
creamery, 15 miles, get better price and 
no express charges.” 

The fact that in some cities practi- 
cally the entire milk supply is carried by 
motor truck from the farm to the dis- 
tributing plants only serves to reenforce 
the point.® 

It is apparent, therefore, that the 
advent of speedy, more flexible trans- 
port has added materially to our na- 
tional productivity through the reduc- 
tion of time in travel, that it has made 
land more readily available, and has 
altered the structural growth of both 
city and country along the frontiers. 


The Human Factor 


There is another aspect of the situa- 
tion, however, which also serves to 
account for the rise of this industry. 
That is the significance attached by an 
individual owner to the possession of a 
car. This is an intangible, but, never- 
theless, a real factor. 

The desire for an increased standard 
of living is wholly natural, and to a 
great extent ownership of an automo- 
bile is regarded as a yardstick of the 
scale of living. This inducement has led 
many families to save greater amounts 
and to increase their efforts toward 
earning. At the same time, it should be 


*Yearbook, United States Department of Agri- 
culture, 1924, p. 170. ‘ 
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recognized that many persons have 
scrimped on other expenditures in order 
to buy and maintain a car. Taken all in 
all, is it too much to say that the pros- 
pect or reality of automobile ownership 
has prompted many people to work 
harder and perhaps more productively? 

In referring to this human factor | 
mean not merely the pride of owner- 
ship, but also, and particularly, the 
sense of freedom that accompanies 
ownership. The writer believes that 
here is a psychological element of so- 
cial importance which is also the chief 
reason for the wide-spread acceptance 
of the motor car ,by the American 
public. 

We come of independent pioneering 
stock. Our forefathers were impatient 
of restraint and adventurous in spirit or 
they would not have taken the chance 
of a long trip to a new world. Indus- 
trialization and_ standardization in 
America have progressed rapidly. They 
have their values, but they are prison 
bars to one phase of the American 
temperament. The automobile fur- 
nishes a release. It makes the individ- 
ual the overlord of his own transport 
system; he can go where he wants, at 
such times as he desires. He can see 
new parts of the country. In a two 
weeks’ vacation, he can cover 2,000 
miles of territory if he wishes. 

The social possibilities of this priv- 
ilege to the man of limited means who 
previously was tied to a short radius 
from his own home town are over- 
whelmingly attractive. The result is 
that the desire for a motor car is a com- 
pelling urge in the average American 
home. To some degree, as I have said, 
the purchase of the automobile may be 
immediately at the expense of some 
other products, but how generally this 
is true in the long run is open to debate. 
The family automobile is frequently 
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TasBLe III. INvESTMENT IN Motor VEHICLES, BANKS, LiFE INSURANCE, AND BUILDING 
AND LOAN ASSOCIATIONS, 1913-1923* 


Year 


Total Deposits 
in All Banks 


Savings Bank 
Deposits 


Building and 
Loan Association 
ts 


Life Insurance 
in Force, Ordinary 
and Industrial 


Wholesale Value 
of Motor Vehicle 
Production 


1913 
1914 
1915 
1916 
1917 
1918 
1919 
1920 
1921 
1922 
1923 


$17,475,764,134 
18,517,732,879 
19,225,766,874 
22,877,607,339 


. 26,289,708,159 


27,931,843,777 
32,703,114,000 
37,683 563,000 
35:459,155,000 
37519453 18,000 
40,034,195,000 


$4,726,472,768 
4,936,591,849 
4;997,706,013 
5,088,587,295 
51418,022,275 
5:471,579,949 


7,897,909,000 


$1,137,600,648 
1,248,479,139 
1,357,707 ;900 
1,484,205,875 
1,598,628,136 
1,769,142,175 
1,898,344,346 
2,126,620,390 
2,519,914,971 
2,890,764,621 
35342,530,953 


$20,520,598,372 
21,565,652,328 
22,743,336,831 
24,636,030,335 
27,116,690,770 
29,797 068,355 
3535145553,927 
42,330,968,000 
455983 ,400,3 33 
50,290,700,176 
56,000,000,000 


$ 425,000,000 
1,778,950 
954,969,353 
1,274,488,449 
1,236,106,917 
1,885,112,546 
2,232,927,628 
1,260,000,000 
1,789,638,365 
2,004,952,716 
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*From Facts and Figures of the Automobile Industry, National Automobile Chamber of Commerce. 


paid for by living farther out in the 
country at lower rents or by other econ- 
omies. Frequently, also, it is paid for 
by more intensive activity on the part 
of the bread-winner and perhaps on the 
part of other members of the family. 

We cannot, of course, tell what might 
have been if motor transport had not 
been developed as it has been today, 
but it is worth while to note from 
Table III that savings bank deposits, 
building and loan assets, and other in- 
dexes of savings funds increased during 
the years of biggest development in the 
automobile industry. 

The question may be raised, of course, 
whether or not these savings and in- 
vestments would have been larger had 
there been no automobile development. 
On the other hand, would they have 
been as great? No one can state defi- 
nitely, but generally it is assumed that 
railway transport has been a producer 
of our country’s wealth. A considerable 
portion of the investment in motor 
transport may also be regarded as cre- 
ative in its effect. A part of the money 
sO spent is non-productive, but how 
largely this is the case it is difficult to 
determine. The rise of the automobile, 
moreover, has been due not alone to its 
wealth-producing possibilities or to the 
individual desire for it, but also because 


cars have been produced at favorable 
prices compared with many other major 
products. 

As we look at the situation today, the 
price factor, the growth of the high- 
ways, and the interrelationship of the 
automobile with other transport agen- 
cies are the three chief elements in the 
present status of motor transport. 


Below Pre-War Prices 


In so far as other industries may have 
suffered from the market for automo- 
biles, they have been facing a price com- 
petition fully as much as a desire com- 
petition. During the past 10 years the 
automobile industry has been developing 
production methods to an extent which 
has made it possible to sell the automo- 
bile at a price considerably under the 
level of charges in 1913. The traveling 
assembly line is one production feature 
which has lowered costs. Another item 
is to be found in the stamping-out of 
metal. One factory, for instance, cuts 
out the radiator shell, hub caps, and 
several other items at one time, all 
from one sheet, so that every piece of 
metal is utilized. Car bodies are put 
together by use of power screw-drivers. 

The result of this and the volume de- 
mand is that the purchasing power of 
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the 1913 automobile dollar is $1.14 to- 
day. At the same time, the general 
1913 cost-of-living dollar purchases but 
60 cents today; the 1913 dollar in cloth- 
ing, but 58 cents; in shoes, 60 cents; in 
furniture, 47 cents; in frame buildings, 
51 cents; in brick buildings, 51 cents. 

The price of an automobile, then, is 
not only actually less than it was before 
the war, but compared with the prices 
of other commodities it is relatively even 
more reasonable than the price tag 
would indicate. For instance, the 
farmer in 1913 needed to sell 1,482 
bushels of wheat at the then prevailing 
market prices to buy an automobile at 
the average price as compared with a 
cost of 506 bushels today. In 1913 he 
needed to sell 2,321 bushels of corn as 
compared with 732 now. In 1913 he 
would have to take 17,047 pounds of 
hogs to market, whereas only 8,806 are 
required now. 

It is probable, then, that there has 
been a certain amount of automobile 
buying above what would have prevailed 
if the prices of other commodities had 
been lowered in the same proportion as 
those of motor vehicles. Apparently 
_ the market demand not only arises from 
the economic usefulness and the desire- 
satisfaction of the automobile, but also 
has been further stimulated by a favor- 
able price situation. 


II. Problems Involved in Growth of 
Motor Transport 


This necessarily brief account of the 
growth of the automobile industry inevi- 
tably brings to mind some of the out- 
standing problems implicit in this devel- 
opment. In an age of remarkable me- 
chanical achievements, we too often lose 
sight of the economic and social diffi- 
culties that come in their wake. Yet 
these difficulties must be faced frankly 


THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


and open-mindedly if mechanical prog- 
ress is to serve social ends. 


Farm Land Problems 


I have already commented upon the 
radial extension of the frontier that 
may be attributed to the automobile. 
This, in itself, necessitates changes in 
the uses to which land is put. To take 
only one illustration, the markets for 
agricultural produce have been made 
more accessible in point of time and ex- 
pense. As a result, farm land near 
urban centers which formerly could be 
profitably used extensively in grain 
crops is now better adapted frequently 
to the intensive cultivation of garden 
truck. Dairying also has become eco- 
nomically possible at greater distances 
from the city consumers. Partly as 
cause and partly as result, values of 
farm land near cities have tended to 
rise, with a consequent increase in taxes. 
The problems of the individual farmer 
have thus been multiplied. 

These and many other changes make 
more imperative a program for scientific 
land planning, in order to get the maxi- 
mum net benefit from our resources. 


Urban Land Problems 


In cities, too, problems of land plan- 
ning have been made more acute by the 


growth of automobile traffic. Streets 
that were laid out before the advent of 
motor transport have become inade- 
quate. Street-widening programs have 
been undertaken at great costs to the 
taxpayers. Indeed, the most economic 
planning of streets has become one of 
the major problems of city planners. 
The whole question of efficient planning 
of city areas has been made more difh- 
cult; in fact, a new urban land use— 
parking areas—is being created. This, 
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in turn, is being met partly by 
the building of many-storied parking 
garages. 

But the obvious difficulties of traffic 
congestion are interrelated with more 
complicated problems of restriction of 
building heights, zoning, real estate 
finance, valuation, and taxation. 


Close Relationship between Economic 
Problems of Land and Public 
Utilities 


Probably the increase of motor ve- 
hicular traffic is the most important 
single factor in directing attention to the 
close relationship between land and pub- 
lic utility economics. The terminal sites 
of steam railways and the future of 
mass transportation by electric railways 
have been influenced to a great extent 
by the repercussions of motor transport 
growth on urban land utilization. It 
is easy, of course, to overemphasize the 
influence of automobile development, 
but it is safe to say that the difficulties 
and magnitude of land and public utility 
problems have been enhanced consider- 
ably. It will perhaps be appropriate to 
consider a few of these problems in 
greater detail. 


Highways and Finance 


Only in recent years have students 
come to realize that the automobile has 
become one of the major means of trans- 
port in the country. Because each unit 
is individually operated, there was no 
creation of large companies comparable 
to the railways, since the volume of 
business was in small units on the basis 
of the individual owner. The first com- 
mon problems arising from this new 
medium of travel were found in the 
question of providing adequate high- 
ways. As better roads were laid, it be- 


came increasingly evident that up-keep 
cost of the motor vehicle was lowered 
and automobile travel increased. <A 
marked sentiment for organized, efh- 
cient road building rapidly developed 
on the part of the motoring public and 
others benefited by the extension of 
America’s highways. 

This raised great engineering and 
financing problems. The United States 
Bureau of Public Roads and the high- 
way departments of the different states 
have made such great strides in engi- 
neering research that the actual con- 
struction problems are fast disappear- 
ing. Roads are being built which will 
stand the ravages of weather and heavy 
travel at very low maintenance cost. 

The question of financing is more 
complex. Too heavy a burden, in some 
instances, has been placed upon the 
abutting property owner, particularly 
where the land in question was adjacent 
to a main interstate or intercity high- 
way which did not particularly serve 
the community in between the centers. 
In such cases, farms have frequently 
been taxed on a basis which may have 
been just because of the rise in land val- 
ues, but actually was burdensome be- 
cause the productivity of the property 
was not increased at the time and per- 
haps would not be for some time to 
come. 

Accordingly, there has been a ten- 
dency away from the taxation of adja- 
cent property and in the direction of 
the motor vehicle owner carrying an 
increasing burden of the highway ex- 
penditures. In states where the high- 
ways have been little developed, the 
usual plan is to finance the road build- 
ing by long-term bond issues, to be paid 
for in part by the motor vehicle taxes 
and in part by general state and local 
taxes. 

In 1921 special motor vehicle taxes 
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were equivalent to 26% of the total 
highway expenditures, in 1922 they 
equaled 31%, and in 1923 and 1924 
they were equal each year to 40% of 
the expenditures for highways.* The 
amount raised by motor vehicle taxes 
considerably exceeds the total expen- 
diture for maintenance of the highways 
of the nation. The motor vehicle taxes 
in 1924, in fact, were equivalent to 
92% of the total construction and 
up-keep costs of the federal and state 
highways, not including local county 
highways. 

The highway road-bed may be re- 
garded as a permanent asset to the 
community and to some degree charge- 
able as a general service to the region 
where it is located. The surfacing of the 
road and the maintenance of the same 
are affected considerably by, and are 
worn out by, the motor vehicular traf- 
fic. The maintenance cost, then, is 
properly chargeable to the automobile. 
As a matter of fact, in the regions of 
heavy traffic where the up-keep costs of 
thousands of cars are lowered by the 
construction of good highways, there is 
active interest on the part of motor or- 
ganizations to have the motor vehicle 
taxes pay a large part of the construc- 
tion, as well as the maintenance cost, 
in order that the highway building may 
be pushed more rapidly. 

The progress in construction of sur- 
faced highways of the United States 
may be seen in Table IV. 

The estimated bill for highways in 
1924, according to the United States 
Bureau of Public Roads, was $990,- 
683,770. 

Those interested in motor transport 
have realized for a number of years 


‘Preliminary figures indicate that motor vehicle 
taxes were 48% of the total highway bill in 1925; 
and about 60% when personal taxes on motor ve- 
hicles are included. 


Taste IV. GrowTH IN MILEAGE oF 
SurFAcCED HIGHWAYS 


Total Miles Percenta; 
Year Mileage Surfaced 
1904 2,151,379 153,530 7.1 
1909 2,199, 190,476 
1914 2,445,7 257,201 10.52 
1921 2,941,204 387,760 13.17 
1924 2,941,204 470,000° 15.98* 


*Estimated by National Automobile Chamber of Commerce. 


that there was need to guard against 
waste in the large expenditures for high- 
way construction. Accordingly, there 
have been campaigns for the establish- 
ment of state highway commissions in 
each state where none existed, in order 
that the responsibility might be cen- 
tered where it could readily be held to 
account. A major protection of these 
expenditures has been the Federal 
Highway Act, which requires that the 
federal aid roads shall be located ac- 
cording to economic demands, and that 
a percentage of the funds shall be set 
aside for maintenance in order that the 
public investment may be kept unim- 
paired. 

The present Federal Aid Highway 
program contemplates 178,000 miles of 
hard-surfaced roads, comprising a sys- 
tem which will pass through or be tan- 
gent to every community of 5,000 or 
more in the United States. About 40,- 
000 miles of this total have been com- 
pleted, and the remainder is expected to 
be finished within 15 years. At the 
same time, states are carrying on a large 
road development outside of the federal 
aid plan, so that in 10 or 15 years there 
will probably be around 800,000 miles 
of surfaced road in the United States. 

Construction costs are less, main- 
tenance expenses are lower, but the vol- 
ume of motor vehicles is greater. 
Consequently, the financing outlook 
with respect to roads is cheerful. Even 
without increasing the rate of state 
taxation, the share which the motor 
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vehicle will bear of the highway cost 
will be larger each year. 


What Has the Motor Car Done to 
Other Forms of Transportation? 


This relative decrease in the burden 
of expenditures for highways and the 
increasing part of the bill paid by 
motor vehicle owners will prove 
significant in the unification of the dif- 
ferent transport groups. The railways 
have, in their printed statements, fre- 
quently objected to paying taxes which 
went toward highway construction 
which, in turn, provided a road-bed for 
vehicles competing with them. The 
railways paid $331,915,000 in taxes in 
1923, 12.4% of which was used for 
highway purposes, amounting to $34,- 
163,000, or 3.6% of the total highway 
bill.® 

It has also been pointed out that the 
highway is public property which can 
be used by the railways or any one, and, 
consequently, it seems logical that some 
share of general taxation should be de- 
voted to these purposes. It has also 
been noted that the revenue which the 
railways receive from the freight ship- 
ments of automobile products totaled 
$400,981,750 in the year 1923, or more 
than 12 times the amount of rail taxes 
which went for highway expenditures. 

Nevertheless, it is a fact that the rail- 
ways in a great many areas have suf- 
fered from motor vehicle competition 
and will continue to do so in many in- 
stances. The canals took business from 
post roads. The railways put an end to 
the canals; and the motor vehicle to- 
day is bringing about a readjustment in 
railway travel. 


5 EprroriaL Nore: For a discussion of this prob- 
lem in some detail, see T. H. MacDonald, “Com- 
mercial Vehicles on Free Highways,” JOURNAL OF 
Lanp & Pusiic Utitiry Economics, October, 1925, 


PP. 385-397. 


People want to ride in their own ma- 
chines. They also like to ride in busses. 
Motor trucks can deliver less-than-car- 
load lot freight at lower expense and 
more rapidly than the railways can. 
These conditions mean that the motor 
vehicle is fulfilling better than any 
other medium certain functions which 
the public needs. 

It will be a mistake, however, to 
assume that the automobile and motor 
truck are going to drive the railways out 
of business in all departments of rail 
activity. For long-distance passenger 
travel and for long-distance bulk 
freight, the railways render a service at 
a price which motor transport does not 
meet. But for the radial frontier, for 
short distances, going in any direction 
unlimited by rails, the motor vehicle 
performs a specialized rapid service 
which is compelling the rail routes of 
a generation ago to make readjustments. 

The Boston and Maine Railroad, for 
instance, is seeking to discontinue 1,000 
of its 2,450 miles of rail route, and to 
replace these with motor bus and motor 
truck service. Thirty-three different 
truck operations are now in effect on 
the Pennsylvania Railroad System. Each 
operation represents the substitution of 
trucks for a local package freight-train. 

There are 51 railways in the United 
States and Canada which are using mo- 
tor trucks as a part of their shipping 
service. Among these are the New 
York Central, the Erie, the Boston and 
Albany, the Baltimore and Ohio, the 
Big Four, the Missouri Pacific, and the 
Southern Railway System. There are 
190 railways in North America using 
gasoline rail motor-coaches. 

In the urban territory the electric 
lines are meeting competition similarly. 
They are taking the attitude that if the 
public insists on riding in motor busses, 
it is wiser for the electric companies to’ 
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go after that business rather than to 
fight it. Accordingly, today there are 
in operation more than 3,250 motor 
busses owned by electric railway com- 
panies. 

The individually owned motor car and 
motor truck, except for short-haul dis- 
tances, are complements of the railway 
rather than competitors. They extend 
the tributary territory of every railway 
station. 

In the short-haul field, as already 
noted, the railway and electric compa- 
nies are themselves using motor units in 
public service, although in general the 
great iield of motor travel will always 
be that of the individually owned 
vehicle. 


Present and Future Prospects 


I have tried to indicate the status of 
the automobile industry and motor 
transport in this country. The situation 
today is pretty well stabilized. Accord- 
ing to the Department of Commerce, 
the industry leads all others in the 
wholesale value of its products. The 
number of motor vehicles is around the 
18,000,000 mark, with one passenger 
car for every seven persons. The manu- 
facturers, as far as American sales are 
concerned, look for their market chiefly 
in the annual replacement of cars going 
out of use, in the further development 
of motor travel, in foreign trade, and in 
the normal increase in wealth and popu- 
lation of the country. 

The story would be incomplete with- 
out noting one or two facts in the for- 
eign field. John N. Willys, chairman of 
the Foreign Trade Committee of the 
National Automobile Chamber of Com- 
merce, predicted, on his recent return 


from Europe, that American automobile 
factories in a few years would be ship. 
ping 25% of their products abroad, 
Foreign markets this year will buy more 
than 500,000 motor vehicles of 
United States design, which will prob. 
ably be about one-eighth of the total 
domestic production. 

At one time New England’s clipper 
ships were to be seen in every port of 
the world, and now it is our automobiles 
which are coursing along the highways 
all over the globe. 

It is possible within the confines of a 
magazine article to bring out only a few 
of the chief aspects of this subject. One 
might develop the topic of how the rural 
one-room school is giving way to the 
consolidated central school because it is 
possible to carry the children over the 
highways to a central point. There 
were 1,424 school consolidations effected 
during the past year. One might outline 


the use of automobiles by traveling 


salesmen, giving the figures which have 
been worked out by Swift and Company 
and other leading corporations which 
are using this form of transport for 
their representatives. 

These, however, are details. The 
hunger for new scenes is inherent in the 
American people. The automobile 
makes this new territory available, it 
satisfies a pioneering desire, which is a 
large part of the popular appeal of the 
motor car. The economy of the motor 
truck for certain types of freight seems 
indisputable. | Consequently, motor 
transport has won, and will continue to 
hold, a prominent place in economic life. 
There is all the more reason, therefore, 
to give serious attention to the economic 
problems of land and public utilities that 
are involved. 
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Nash, L. R. Economics oF Pusuic UTIL- 
1T1ES. New York: McGraw-Hill Book 
Company, Inc., 1925. pp. 430. $4. 


This book fills a real need in public 
utility literature. No other work on 
public utilities has been written with the 
emphasis on the economics of the indus- 
try and covering all of the broader 
business and economic problems of 
public utilities. Those teachers of pub- 
lic utility courses who have sought to 
emphasize the private economics of the 
industry rather than, or as well as, the 
public problems involved, will find this 
volume the most helpful that has yet 
appeared. 

The author has had a wide and valua- 
ble experience in the planning, design- 
ing, and managing of public utility prop- 
erties. Trained as an engineer, Mr. 
Nash nevertheless shows himself also a 
student of economics. It is very fortu- 
nate that one whose qualifications spring 
from such a variety of circumstances 
should have given in to the impulse to 
close a gap in the existing literature of 
the subject. 

The electric light and power, electric 
railway, and gas utilities are the only 
classes of utilities specifically analyzed. 
This limitation the author explains was 
a practical necessity because of the wide 
scope of “public utility.” Steam rail- 
ways and the communication utilities are 
omitted because each of these has its 
own peculiar problems, and water util- 
ities because of the dominance of public 
ownership. 

The initial chapter of the book is de- 
voted to a brief review of the origin and 
history of public utilities, in which the 
typical periods of development through 
which all the utilities pass are set forth. 


The second chapter is entitled ‘“‘Distin- 
guishing Characteristics of Public Util- 
ities.” In this chapter the very funda- 
mentals of the economics of these indus- 
tries are disclosed, but treated in many 
respects all too briefly. At this juncture, 
a chapter on franchises is interjected. 
In it the cost of service plans are given 
particular attention. While admitting 
weakness in the service cost plans, Mr. 
Nash believes that they offer the best 
available devices for stabilizing rela- 
tions between the public and the utilities, 
to their mutual advantage. 

The chapters on “Capitalization” and 
“Accounting” which follow are probably 
the least satisfactory of any part of the 
book. Little of significance is added in 
them, and many considerations of con- 
cern are entirely neglected. The chap- 
ter on accounting is particularly inade- 
quate for teaching purposes. 

Throughout the next five chapters of 
the book, covering the subjects of regu- 
lation, valuation, depreciation, rate of 
return, and rate structures, the author 
presents a careful and complete discus- 
sion which is a truly valuable addition 
to what has previously been developed. 
In the chapter on “Valuation,” which 
subject the author wisely views as the 
problem of the rate base, the analysis 
and argument are broadminded and to 
the point. The emphasis of courts on 
cost of reproduction, while recognized, 
does not stand in the way of the author’s 
appreciation of the greater desirability 
of the investment standard from many 
points of view. Among the elements 
of value, “going value” is given careful 
and particular attention. In the discus- 
sion of depreciation, part of which will 
be found in the chapter on accounting, 
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the author does not agree with what 
seems to be the predominant attitude. 
In the case of depreciation reserves he 
states in advance that the depreciation 
requirement is fundamentally indefinite 
and accurately indeterminable, and, 
therefore, cannot be provided for by 
mathematically exact accounting pro- 
cedure. The rather common practice of 
determining the rate base by deducting 
the accrued depreciation at any par- 
ticular time is strenuously opposed. 
The chapter on the rate of return is 
a logical and orderly explanation of the 
elements to be considered in determining 
a fair return. Following the chapters 
on rate structure and taxation, which 
are excellent condensed statements, very 
usable and readable, the author has pre- 
pared a chapter on the tests of public 
utility securities as investments, which 
is an excellent corrective to the many 
attempts at setting up arbitrary stand- 
ards for such tests. The last four chap- 
ters in the book are concerned with pub- 
lic ownership, public relations, and views 
on current utility problems of both a 


‘public and a private character. 


Economics of Public Utilities is a 
worth-while book by a well-informed, 
careful student of the subject. It is the 
kind of book on public utilities for 
which there has been a need. In the 
matter of organization, and in some 
respects, emphasis, viewed as a text- 
book, the volume could be improved, but 
as it stands it is interesting and readable 
and, it should be noted, was not written 


specifically as a text-book. 
HeErBert B. Dorau 


Hainisch, Michael. Die LANDFLUCHT: IHR 
WESEN UND IHRE BEKAEMPFUNG IM 
RAHMEN EINER AGRARREFORM. Jena: 
Gustav Fischer, 1924. 


One of the great problems of today is 
the future of agriculture. We in the 


United States ordinarily view the prob- 
lem as one of temporary depression. In 
Europe, however, thinking people are 
alarmed at the steady and continuous 
decline of their agricultural populations 
and their increasing dependence on the 
outside world for articles of prime ne- 
cessity. The World War emphasized 
this aspect of the question—an aspect 
which is sure to loom increasingly large 
in this country during the next genera- 
tion. 

In Die Landflucht Dr. Michael Hain- 
isch, president of the Austrian Repub- 
lic and formerly professor at the 
University of Vienna, considers this 
problem of the rural exodus. Before 
evaluating the content of the book, the 
reviewer wishes to express his admira- 
tion for the simplicity and clarity of 
the style, the interesting way in which 
a mass of valuable historical material is 
handled, and the logical development of 
the argument. 

The first chapter gives a succinct and 
interesting statement of the facts of the 
rural exodus, and an analysis of the 
principal alleged causes. Dr. Hainisch 
regards the economic cause as the fun- 
damental one; namely, the inadequacy 
of rewards. He reserves till later, 
however, his discussion of why the re- 
wards are inadequate. The next three 
chapters deal with the three reforms 
that are most frequently advocated— 
small holdings, agricultural cooperation, 
and garden plots for agricultural labor- 
ers. On the basis of abundant and 
valuable statistical and historical ma- 
terial the author rejects these reforms 
as inadequate, because they fail to at- 
tack the heart of the problem. 

Dr. Hainisch sees as the heart of the 
problem the maladjustment of land in- 
comes and land values, which he attrib- 
utes to the presence of non-economic 
motives in the minds of landowners and 


n- 
d- 
S- 
n 
g 
it 
l- 
d 
y 
n 


122 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


would-be landowners. The peasant 
regards land not primarily as an instru- 
ment of production, but as a home and 
a work-shop in which he can exploit all 
the members of his family. The 
author’s picture of the life of the women 
and children on European peasant prop- 
erties should prove illuminating to many 
American readers. The large land- 
owner desires land for the social and 
political power it gives him. Together 
the large owners and the peasant own- 
ers bid up the price of land out of all 
proportion to the capitalized value of 
its income. And since they buy on 
margin the result is crushingly heavy 
fixed charges which ruin many in periods 
of agricultural depression, and which at 
all times prevent them from paying 
their laborers adequate wages. 

There is much truth in this analysis. 
It overlooks, however, two very impor- 
tant aspects of the problem. The first 
of these is the element of anticipated 
future increases of income, which, under 
the influence of competition, enters very 
properly into present values. The sec- 
ond of these is the element of business 
management. The farmer, to a far 
greater extent than the business man in 
industry and commerce, tends to turn 
back any temporary increases of money 
income into extensions of plant, that is, 
into the buying of more land, and on 
margin, instead of increasing his equity 
in what he already has or building up a 
liquid surplus. These two factors com- 
bined go far to account for the malad- 
justment between land values and land 
income. Certainly they constitute a 
more complete explanation of the situa- 
tion in the United States than does that 
of Dr. Hainisch. 

To return, however, to the argument. 
What is the remedy for an admittedly 
serious situation? Dr. Hainisch is con- 
vinced that a major surgical operation 


is necessary. But before outlining his 
remedy, a pertinent paragraph from his 
introduction explains his point of view. 


I take as my starting point the present dis- 
tribution of ownership in land, without, how- 
ever, wishing to perpetuate it. I aim at 
preserving, as far as possible, the effectiveness 
of non-capitalistic motives. Sombart has 
described it as of the very nature of capitalism 
that it subordinates quality more and more to 
quantity. Such a situation would have the 
worst of consequences for agriculture. Neither 
the breeding of animals nor the maintenance 
of the fertility of the soil need necessarily pay 
for themselves. ‘This is admittedly true of 
forestry. Wherever expenditures lead to re- 
sults only after decades or even generations 
capitalism fails because of the compounding of 
interest. In the case of agriculture this leads 
to predatory cultivation. The permanent 
interests, therefore, of the community need 
not fall in with those of the capitalist entre- 
preneur, but rather with the efforts of those 
who strive to leave their inherited property 
to their children and their children’s children. 


To recapitulate, the evils under which 
agriculture is suffering today are soaring 
land values, overindebtedness, and, 
hence, inadequate returns to the owner- 
operator and inadequate wages to the 
laborer. Dr. Hainisch presents valuable 
figures taken from detailed monographic 
studies to show that estates passed by 
inheritance and by sale for generations 
prior to the nineteenth century without 
varying by so much as a heller from a 
fixed valuation. He proposes to restore 
this stability by legislative means. He 
would have the government fix land val- 
ues once for all on the basis of land 
incomes. This process involves the 
determination of gross revenues and 
gross expenses. Among these latter, 
wages are a large element. Dr. Hain- 
isch advocates that wages be established 
authoritatively by commissions at such 
levels as to stop the exodus from the 
land. Other costs would be measured 
from marginal land, on the assumption 
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that all the results of modern agricul- 
tural technique were being reasonably 
utilized. Dr. Hainisch admits that the 
position of the margin would be a mat- 
ter of judgment, and would depend upon 
the extent to which the country desired 
to make itself independent. 

After thus determining expenses, 
agricultural prices would be set at such 
a level as to enable operator-owners to 
pay the established wages and secure a 
reasonable return. Dr. Hainisch is not 
explicit on this point, but he would 
probably say that prices should be high 
enough to stop the exodus of operators 
—as distinguished from laborers—from 
the land. 

In the last analysis, therefore, the 
whole program comes down to price- 
fixing. The level of prices would deter- 
mine the amount of net land income, 
which would vary henceforth only as the 
government deemed desirable. Opera- 
tors of unusual ability would secure ad- 
ditional revenues, but such differentials 
would be distinctly profits and not rent, 
and would not affect land values. Land 
values would remain comparatively 
stable. In fact, they would have lost 
their significance. A purchaser of land 
would look to the income only (at least 
this appears to be Dr. Hainisch’s sup- 
position) and this income would resem- 
ble interest rather than rent. 

Dr. Hainisch envisages, as a result of 
his proposal, a lowering and a stabiliza- 
tion of land values. It is safe to pre- 
dict, however, that any bill drafted on 
these lines would not have the slightest 
chance of passage, unless it accepted 
existing values as a starting point. 
Thus, in effect, the measure approaches, 
in result though not in purpose, that 
sponsored by John Stuart Mill years 
ago—the taxation of future increases of 
land values. The proposed administra- 
tive machinery, however, is entirely 
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different. Mill advocated using the 
existing tax machinery. Hainisch wishes 
to establish new and complicated ma- 
chinery. In addition to the price-fixing 
commissions already mentioned, he 
proposes to establish a “monopoly” 
similar to the “tobacco monopoly,” 
which would enjoy the sole right to buy 
and sell grain and live stock, products 
in which Austria is markedly deficient 
and which would alone come under 
control. The “monopoly” would buy 
domestic grain at the established price 
and foreign grain at the lower world 
price. The whole would be sold at an 
intermediate price sufficient to cover 
costs. Thus, the argument goes, the 
burden on the consumer would be less 
than if a heavy duty were laid on for- 
eign grain and the result would be less 
likely to redound to the benefit of pres- 
ent landowners in the shape of higher 
land values. 

Such, in short, is President Hainisch’s 
program. To the reviewer it appears 
at once chimerical and undesirable. It . 
is chimerical because it runs athwart 
the prejudices and preconceptions of the 
most conservative class in European 
politics—the peasantry. It is undesir- 
able, even assuming effective adminis- 
tration, because it is predicated upon 
narrowly national lines and upon a 
situation which is passing. The era of 
cheap and fertile land is nearing its end. 
More intensive agriculture is clearly 
coming where it has not already ar- 
rived. The new situation will bring. 
about the gradual recovery of European 
agriculture, just as the continuous open- 
ing of new lands to the plow brought 
about its decline throughout the nine- 
teenth century. Meanwhile, the increas- 
ing devotion of the principal European 
countries to industry is far from being 
a sacrifice of national advantage. 

Joun V. VAN SICKLE 
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PUBLIC UTILITY FINANCING DURING 
THIRD QUARTER, 1925 


curities issued during the third 

quarter of 1925 shows that the 
remarkable volume in which public util- 
ity securities were issued during the 
year 1924 is being maintained thus far 
during the present year (Table I). The 
index for the third quarter is 170 com- 
pared with 168 and 299 for the second 
and first quarters of 1925. The care- 
fully gathered reports of the Commer- 


A NALYSIS of new public utility se- 


*For the simple and weighted average yields, 
by quarters, from 1919 to 1925, see the JOURNAL 
oF & PusLic UTitiry Economics, October, 
1925, P. 500. 


cial and Financial Chronicle show the 
volume for the first 9 months of 1925 
to be $1,311,833,247, compared with 
$1,181,434,112 during the same period 
of 1924. It is particularly noticeable 
that financing was at the low average 
rate of 5.53% per dollar of new secu- 
rities issued during this period. The 
average yield at offering price per issue 
in these same three months was 5.77% 
(Table II). Excluding debentures and 
certificates from the total, it is found 
that bonds and notes only were issued 
at an average yield per dollar of 5.45%, 
the lowest point reached in the steady 


I. INDEX NuMBERS OF VOLUME OF Pustic UTILITY FINANCING, 1919-1925* 


1919 1920 1921 1922 1923 1924 1925 

By Months 
100 67 55 46 122 112 199 
See ee 48 28 25 47 66 89 172 
25 27 25 43 94 78 144 
res 5 38 25 50 64 112 
er rere 15 38 35 150 66 233 103 
26 20 9 96 92 122 118 
41 25 115 44 21 104 go 
ree 20 II 33 22 40 62 93 
September............ 54 44 34 147 34 77 110 
rer 24 33 33 77 59 112 92 
November............ 8 21 119 43 161 69 
December............ 20 63 53 54 135 III 

By Quarters 
First Quarter......... 100 71 61 80 164 162 299 
Second Quarter........ 27 56 41 172 129 271 168 
Third Quarter......... 67 47 105 123 55 141 170 
Fourth Quarter........ 30 68 119 IOI 206 169 

rrr 100 107 145 212 246 330 


* Volume for January, 1919, first quarter, 1919, and year 1919 used as basis for computing index numbers for months, 
quarters, and years, respectively. Compiled from the records of the Commercial and Financial Chronicle. 
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TABLE II]. WEIGHTED AND SIMPLE AVERAGE 
YIELD AT OFFERING PRICE oF NEW 
Pusuic Utirity Security Issues 
FOR 9 MONTHS OF 1925 


First Second Third 
Quarter | Quarter | Quarter 

All Maturities 

Simple Average............ 5.81 5.87 5.77 

Weighted Average.......... 5.49 5.72 5.53 
Long-Term 

Simple Average............ 5.82 5.86 5.77 

Weighted Average.......... 5.67 5.74 5.50 
Short-Term* 

Simple Average............ 5.77 5.94 5.73 

Weighted Average.......... 5.32 5.58 5.68 
Bonds and Notes only 

Simple Average............ 5.79 5.82 5.76 

Weighted Average......... 5.48 5.65 5.45 


* Short Term—Maturities from 1-5 years inclusive. 


improvement which has taken place in 
the price at which public utilities are 
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obtaining capital. This represents a 
considerable decline in the average 
yield at offering price of new public 
utility security issues over that of the 
second quarter of the year, 1925, 
when the average yield at which new 
issues sold was 5.72% per dollar and 
5.87% per issue. 

Further analysis of public utility 
financing during the first 9 months of 
1925 shows that 86% of the volume re- 
ported issued was for new capital and 
only 14% for refunding purposes. Stock 
issues accounted for 30% of the total 
par value, while long-term bonds and 
notes represented 60% and short-term 
borrowing only 10%. 

HERBERT B. Dorau 


COMMENTS ON LEGISLATION AND 
COURT DECISIONS 


THE MISSISSIPPI INCOME TAX DECISION 


come taxes enacted in the five- 
year period following the war, 
the mortality rate at the hands of 
voters and the courts has been less than 
might have been anticipated in view of 
the quantity of legislation. The New 
Mexico statute of 1919’ had but a short 
life; and the Oregon income tax of 
1923,” after being sustained in a ref- 
erendum election in the autumn of that 
year, was defeated by initiative petition 
in 1924. At last inquiry it had been re- 
enacted by the legislature for a period 
long enough to enable the state to col- 
lect unpaid taxes due under the act. 
The Alabama act of 1919° was an- 
nulled by the state supreme court,* on 
grounds that will be referred to later. 
In Arkansas, the so-called Riggs Income 
Tax Law,’ levying “‘a sale or gross in- 
come tax” of one-tenth of 1% on the 
incomes of individuals and partnerships, 
was held by the state supreme court to 
be an occupation tax, and as such in- 
valid, because the state could not, under 
the constitution, tax ‘“‘occupations that 
are of common right.’’® 
The South Carolina statute (1922),’ 
through its wholesale adoption of the 
Federal Income Tax and the regula- 
tions of the Internal Revenue Depart- 
ment (the tax rate being defined as one- 
third “of the amount required to be 


ee some ten new state in- 


* Chapter 123, repealed February 26, 1921; Laws 
of 1921, Chapter 17. 

® Laws of 1923, Chapter 279. 

* General Acts of 1919, pages 374-395. 

*Eliasberg Bros. Mercantile Co. v. Grimes, 204 
Alabama 492. 


prid to the United States Govern. 
ment’’), appeared to offer a particularly 
inviting target for legal attack. It 
was immediately subjected to a broad- 
side of arguments before the court, on 
the grounds that its terms were so in- 
definite as to be nugatory; that it vi- 
olated the process,” ‘equal pro- 
tection,’ and _ interstate commerce 
clauses of the Federal Constitution; 
that it involved at least two delegations 
of legislative power—one to the Tax 
Commission, in the administrative pow- 
ers conferred, and one to the Federal 
Congress, in the blanket adoption of any 
regulations that might be enacted with 
reference to the Federal Income Tax; 
and that the state constitutional require. 
ment of three “‘readings” in each house 
had not been complied with, since the 
whole federal act and regulations had 
not been read. The state supreme court 
held against all of these contentions and 
sustained the statute.® 

The most recent case involves the 
Mississippi statute of 1924. Since the 
grounds of attack were somewhat sim- 
ilar to those in the Alabama case cited 
above, it will be of interest to recall 
briefly the terms of the Alabama case. 

In general, the Alabama court held 
that a tax on income is a tax on prop- 
erty, and that consequently the Alabama 
statute violated the constitutional pro- 
vision limiting state levies to not more 


* General Acts of 1923, No. 345. 

*271 S. W. 720. 

* Acts of 1922, No. 502. 

* Santee Mills v. Query, 115 S. E. 202 (June 17, 
1922). 
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than 65/100 of 1% of the value of tax- 
able property. The court quoted the 
Massachusetts opinion of 1915° to the 
effect that, “A tax upon the income 
of property is in reality a tax upon 
the property itself. Income derived 
from property is also property”; and 
in the course of a decision containing 
some remarkable reasoning continued: 

Money or any other thing of value, ac- 
quired as gain or profit from capital or labor, 
is property; in the aggregate these acquisi- 
tions constitute income; and, in accordance 
with the axiom that the whole includes all of 
its parts, income includes property and noth- 
ing but property, and, therefore, is itself prop- 
erty . . . . money, when received as income, 
is visible, tangible, concrete, and that, in its 
last analysis, is what is taxed. Nor is it of 
any consequence that the money thus taxed 
has left the hands of its quondam owner, 
however speedily. ... It must, therefore, 
be held to be a direct imposition upon “prop- 
erty” as such. ... 

It will be observed that the Alabama 
court goes much further than the 
Massachusetts opinion or the decision 
of the United States Supreme Court in 
1895, in basing its judgment, not on the 
fact that income from property is the 
essential attribute of property and in 
that sense identical with it, but on the 
ground that income consists of “money” 
or something else of value and, there- 
fore, in its own nature is property. The 
Alabama decision would hold even in- 
come derived entirely from personal 
services to be property and its taxation 
governed by the rules that apply to 
property taxation in general. The 
monetary theory of the Alabama court 
recalls that of the United States Su- 
preme Court many years ago, in a case 
in which a Michigan gross receipts tax 
was held unconstitutional on the 


* Opinion of the Justices, 220 Mass. 613. 
* Fargo v. Michigan, 121 U. S. 230 (1887). 
"Laws of 1924, Chapter 132. 
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ground, in part, that “the money,” 
which the court identified with gross re- 
ceipts, “probably never was within the 
state.” 

The Mississippi statute™ levied a gen- 
eral net income tax, with rates gradu- 
ated from 1% to 5%. It was at- 
tacked” on the grounds (1) that in-tax- 
ing the income from property it was 
equivalent to a property tax, (2) that 
it violated the equality requirement of 
the state constitution and the “equal 
protection” clause of the 14th Amend- 
ment, and (3) that it imposed a burden 
upon interstate commerce. 

The state supreme court ruled: 

1. A tax on income is not a tax on 
property, since it is levied not with ref- 
erence to the fact of ownership but 
with reference to the receipt of in- 
come, and since “property itself alone 
cannot produce income,” except in con- 
nection with labor or personality. Pol- 
lock v. Farmers’ Trust Co." is referred 
to, and “‘the error therein” and in other 
similar decisions is declared to be due 
to “referring the income or gain from” 
the property to the property alone. 

2. The equality requirement does not 
forbid “reasonable” classification of the 
objects of taxation or necessary differ- 
ences in methods of assessment and 
administration. 

3. On the question of interference 
with interstate commerce, the court ad- 
mitted that, “if the tax were on gross 
income, a serious question would be 
here presented”; but taxes on net in- 
come, derived in part from interstate 
commerce, have been repeatedly upheld 
by the United States Supreme Court. 

The constitutionality of the statute 
was therefore upheld—but by a divided 


™ State ex. rel. Knox, Atty. Gen. v. Gulf, Mobile 
& N. R. Co., 104 S. 689 (June 1, 1925). 


* 157 U. S. 429. 
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court. Justice Holden, while concurring 
in the decision, asserted, nevertheless, 
that the element of graduation in the 
rates “‘is obnoxious to my sense of equal 
and just taxation.” 

Justices Anderson and McGowan dis- 
sented vigorously, on the ground, in 
part, that “the right to acquire, own, 
and enjoy real and personal property is 
a natural right. . . . The legislature 
can neither take it away nor materially 
impair it.” Justice Anderson quotes the 
Alabama decision approvingly and con- 
tinues with picturesque expressiveness : 


Good-bye Section 112, this is the last of 
you. The framers of our Constitution by 
your adoption thought they were affording 
the taxpayers of the state some security 
against unjust and unequal taxation. ‘They 
were mistaken. Little by little you have been 
whittled away by the courts. . . . Now by 
giving each scheme of taxation a new name, 
property may be taxed times without number. 
It is all in the name. The state now, with- 
out let or hindrance from the Constitution, 
may fill its insatiate tax maw to overflowing. 


From conversation with members of 
the Mississippi legislature and others, 
the writer gathers that there is a sharp 
alinement of opinion with regard to the 
income tax throughout the state and 
that there will be a determined effort to 
repeal or amend materially the present 
statute. In fact, a proposed constitu- 
tional amendment specifically authoriz- 
ing income taxation, but including at 
the same time a variety of other pro- 
visions, has been defeated by the voters 
of the state since the enactment of the 
statute itself. The recent decision, 
putting beyond question the power of 
the legislature, under the present con- 
stitution, to levy a classified and gradu- 
ated income tax, should clarify the issue. 

It is to be hoped that it will likewise 
put us further along the road toward 
judicial recognition of a clear distinc- 


tion between property and income for 
purposes of taxation. The tendency in 
the United States to draw as many 
things as possible within the protective 
category of property has in the past em- 
braced a wide range of subjects, and its 
manifestation in the field of taxation is 
therefore natural and understandable. 

But the pitfalls that abound, where 
the concept of property is pushed to a 
too attenuated extreme, are illustrated 
by the dilemma that confronted the 
Massachusetts court in a recent case, 
American Manufacturing Company v. 
Commonwealth.** The question before 
the court was whether merchandise of 
the plaintiff situated in New York was 
“subject to taxation” in that state, and 
therefore deductible from the corpo- 
rate excess in Massachusetts. The court 
had said that the New York franchise 
tax was “in substance, tendency, and 
practical operation, a tax upon the in- 
come itself,” and had also quoted its 


own previous opinion that, “A tax upon. 


the income of property is in reality a 
tax upon the property itself.” Starting 
with these premises, the conclusion 
would seem to be inescapable that the 
plaintiff, having paid the New York 
franchise tax, had thereby paid a prop- 
erty tax on its property in New York. 

How does the court escape the 
dilemma? By frankly abandoning its 
own premises, with the simple state- 
ment that ‘The franchise tax . 
is too remote from the income of its 
merchandise situated in New York to 
permit the conclusion that the mer- 
chandise is there ‘subject to taxation.’ ” 
This is a plain, reasonable statement; 
but a premise that must be abandoned 
in a dilemma, it would seem, might bet- 
ter be abandoned beforehand, as the 
Mississippi court has done. 

H. D. Simpson 


146 N. E. 801 (1925). 
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“A book that has no exact parallel in 
economic literature” — 


ORTH AMERICA 


Its People, Resources, Development, and Prospects 
as an Agricultural, Industrial, and Commercial Area 


By J. RUSSELL SMITH 


Professor of Economic Geography, Columbia University 


A basic work on the economic geography 
of North America. The continent is 
divided into regions having some uni- 
formity of industrial and living condi- 
tions, such as the Corn Belt, the Rocky 
Mountain country, the Cotton Belt, etc., 
and each region is viewed and appraised 
as a seat of modern civilization. What 
are its resources, its industries, its prob- 


260 illustrations 
100 maps — 50 
graphs — 849 
pages — 18x23 
colored map of 
North America 


#600 


lems, its prospects? Is it stagnant or 
advancing? 


“It is science, it is description, it is ex- 
planation, it is in part forecast; but it 
is also a way of thinking. That it is a 
helpful and constructive way is shown 
on every page.”’—Isaiah Bowman, The 
Geographical Review. 


HARCOURT, BRACE AND COMPANY 


383 Madison Avenue 
New York 


NEW SHAW PUBLICATIONS 


“Farm Accounting: 
Principles and Problems” 


By Karl F. McMurry, M.A., C.P.A., formerly Associ- 
ate Prof of Busi Administration, University 
of Wisconsin; and Preston E. McNall, M.S., Associate 
Professor of Agricultural Ec ics, Uni ity of 
Wisconsin. 
HROUGHOUT, “Farm Accounting: Principles 
and Problems,” aims to show just what records 
a business-like farm really requires, why those 
records are significant, and how to keep them. At 
the beginning the authors state, with reference to 
farm activities, the elementary principles of ac- 
counting theory. They then set forth in detail all 
the problems met in the cost records of a farm. 
Adapted’ from the actual records of some of the 
best managed and most profitable farms in the 
United States, it represents in every word the very 
latest farm-accounting procedure. The authors 
have been associated all their lives with actual 
farming conditions and really know from personal 
experiences under a variety of conditions what is 
essential in keeping accurate business history of 
income and expense in farming. 366 pages. Illus- 
trated. Flexible binding. Net, $5. 


NEW YORK 


Published by 
A. W. SHAW COMPANY 
CASS, HURON AND ERIE: STREETS 
CHICAGO 


Introduction to the 
Marketing of Farm Products” 


By Alva H. Benton, Ph.D., Head of the ey are 
of Marketing and Rural Organizations, N Dakota 
Agricultural College. 

O give the business man, the farmer, and the 

student of marketing, a clearly drawn picture 

of what marketing involves, the author, a rec- 
ognized figure in this specialized field, really brings 
out the fundamental principles of marketing farm 
products and fully explains the significant market- 
ing practices in use. : # 

Step by step, he makes clear the pivotal points 
involved in the complex process of merchandising 
wheat and other grains, live stock, orchard and 
dairy products, cotton, wool, and other agricultural 
commodities. Each move in the process is also 
clearly defined. Assembling, grading, packaging ; 
transporting, financing, storing, selling, and dis- 
tributing of practically every known product is spe- 
cifically described and definitely explained. 

Careful consideration is given, too, to the new as 
well as the old established marketing agencies, and 
producers’ cooperative marketing agencies are fully 
and soundly discussed, 430 pages. Flexible bind- 


ing. Illustrated. Net, $5. 
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One of America’s Fine Trains 


California! 


Use the 


North Coast 


Limited 


from Chicago 


EE the whole Pacific Coast 

from Seattle south when you 
go to California this winter. Go 
through 2,000 miles of startling 
beauty. See the impressive 
scenic and industrial Pacific 
Northwest on the way! Then 
south by the Shasta Route or 
by Steamship to California! 


North Coast Limited 


Lv. Chicago New Union Depot (C. B. & Q.) 
10:35 a. m. Dail. 4 


Seattle -Tacoma- Portland 


Northern 


Pacific Ry. 


A.B. Smith, P. T. M., St. Paul, Minn. 


(167) 


cAnnouncing— 


A New Series 
**Raw-Material Markets’’ 


Edited by J. Anton De Haas, Ph.D., 
Professor of Foreign Trade, New York 
University. 


ERE, at last, is a series of authoritative books 
that makes available detailed information 
concerning the economic, commercial, and fi- 
nancial aspects of the most important raw material 
markets of the world. Each volume describes the 
various methods of marketing, and explains the 
economic and social factors influencing demand. 


The first of the series, now ready, “Hides and 
Skins,” by John R. Arnold, Executive Secretary, 
National Association of Importers of Hides and 
Skins, formerly Foreign Trade adviser, Tanners 
council of America, furnishes in convenient, usable 
form the first authoritative data on the internation- 
al trade in the raw materials of leather. It is a 
veritable encyclopedia of leather trade marketing 
information. 


Other volumes soon to follow are: “Principles of 
Marketing Raw Materials,” the introductory vol- 
ume, and “Rubber,” ‘‘Wool,” and “Coffee.” Flexi- 
ble binding. Profusely illustrated. Each, $6. 


A. W. SHAW COMPANY 
CASS, HURON AND ERIE STREETS 
NEW YORK CHICAGO LONDON 
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Public Utility Financing 


We invite inquiries concerning our under- 
writing and distributing services, which 
are especially adapted to the requirements 
of high grade public utility companies. 


Hoactanp, Atuum & (0. 


Established 1909 — 
14 S. La Salle St. 34 Pine St. 
CHICAGO NEW YORK 


Public Utility Financing 


We have originated, either alone or with associates, and have distributed 
throughout the country, securities of the following public utility corporations: 


Northern Iowa Gas and Electric Company 
Northwestern Public Service Company 
Ohio Electric Power Company 
Pennsylvania Gas & Electric Company 


Binghamton Gas Works 
Central Iowa Power and Light Company 
Columbus Railway Power & Light Company 


Continental Power & Light Company p 
Daytona Public Service Company ennsylvania-Ohio Electric Company 
St. Cloud Public Service Company 

Defiance Electric Company Sandusky Gas & El ic C 

Southern Minnesota Gas and Electric Company 
Florida Public Service Company Southwest Power Company 
Grand Rapids Gas Light Company beers United Gas & Fuel Company of Hamilton, Ltd. 
Hamilton By-Products Coke Ovens, Limited Utah Gas & Coke Company 
Jersey Central Power & Light Corporation Vermont Hydro-Electric Company 
National Electric Power Company West Virginia Water and Electric Company 


North Carolina Public Service Company, Inc. Western United Gas and Electric Company 


We welcome inquiries from public utility corporations which 
require capital for consolidation, extension or refunding. 


Executives are invited to send for a copy of our book, “A Record of Corporation Financing.” 
AC.ALLYN*> COMPANY 
ESTABLISHED 1913 
67 W. Monroe St.,. CHICAGO Phone Randolph 6340 


New York Philadelphia Boston Milwaukee Minneapolis San Francisco 
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Will you benefit 


during the Next Quarter Century — by 
adopting a definite plan of investment, now? 


The first important step of many men toward greater 
business advantages and the solution of home income prob- 
lems will be the adoption of a “Definite Plan of Investment” 
based on each one’s individual needs. A reasonable plan 
of investment calculates: 


1. To safeguard your surplus; 

2. To safeguard your business and family; 

3. To insure the largest permanent independent 
capital and income possible. 


’ Such a plan forms a great step in the profitable handling 
of every investor’s funds. It provides scientific measures 
for the purchase, reinvestment and control of securities as 
well as for sound diversification and ORGANIZED VIGILANCE. 


A. B. LEACH & Co., INc., can render you a valuable serv- 
ice by outlining a definite plan of investment and helping 
you to carry it through. 


From the experiences of successful men of affairs who 
have been clients’of this house over a period of nearly forty 
years, we have drawn out the basic principles by which 
they have governed their finances. 

Why not investigate BEFORE YOU INVEST how these prin- 
ciples may be applied to your investment program? Why 
not find out if such a plan will give you advantages which 
might otherwise be overlooked during the very years in 
which they would be most valuable to you? 

An A. B. LEACH representative will gladly tell you if 
these principles apply in your situation and how to apply 
them if they do. 

Or, send for pamphlet ‘Diversification 
and Vigilance’’—No. JL2. 


A.B. Leach ® Co., Inc. 


62 Cedar Street, New York 
105 South LaSalle Street, Chicago, Illinois 
Boston Philadelphia Seattle 


NEW SHAW PUBLICATIONS | 


Merchandising 


REAL Estate Merchandising, the ini- 
tial volume of the Shaw Real Estate 
Series is the first book to deal specifically 
and thoroughly with the one phase of 
Real Estate that is fundamental —some 
dealers do appraising, some handle in- 
surance; and some engage in contracting 

and building, but all buy and sell real 
estate for themselves, for others, or for 
both. All real estate dealers are primarily 
‘interested in merchandising. 


In a clear, interesting and readable 


manner, this book takes up the requisites 
for successful Real Estate selling. It in- 
dicates the essential considerations for 
building a sound merchandising organiza- 
tion and concretely discusses the specific 
tools of merchandising, namely, sales- 
manship and advertising. 360 pages. 
Flexible binding. Illustrated. Net, $6. 


*‘Accounting Systems: 
Principles and Problems of Installation” . 
By George E. Bennett, LL-M., C.P-A., Professor of 
’ Syracuse University 
BUSINESS men everywhere will wel- 
come this book that places emphasis 
upon the system problems of the average 
business concern and explains specificall 
how to devise, install, and operate an ef- 
fective accounting system. Clearly, the 
author brings out just how to design 
forms, get up a system report, and label 
accounts for identification. In short, Ac- 
counting Systems tells plainly how to 
have an efficient accounting system that 
will really fit your own business. 

Actual systems of accounting for repre- 
sentative businesses are shown: systems 
for retail stores, commission houses, fac- 
tories, and other classes of business. The 
general scheme behind each is specifically 
described and 109 illustrative forms for 
internal and external business use are re- 
produced. Illustrated. 554 pages. Flex- 
ible binding. Net, $7.50 


five days’ examination. If you are not entirely satisfie 


“Fundamentals of Investment” _ 


Edited by Samuel O. Rice, Educational Director, 
; Investment Bankers Association of America 
HERE is a compact, readable, popular 
guide to the rules to follow to invest 
for profit. In its preparation nineteen of 
the leading bankers and _ investment 
authorities of Chicago have collaborated. 
Writing from wide and varied experi- 
ences they tell specifically what to do and 
why. Sponsored by the Investment 
~Bankers’ Association of America, you 
can depend upon this book for accurate 
information. 

Step by step, these nineteen men show 
you how to analyze securities, how to 
gage their safety, where to look for un- 
derlying resources, when to know the 
market price is right, what factors, taxes 
and so forth, affect marketability. 

They clearly explain the various classes 
of bonds: government, state, corporate, 
and so on, and freely discuss the relation 
to them of taxation and governmental 
regulation. 384 pages. Flexible binding. 
Tllustrated. Net, $5. 

“The Investigation of 

Business Problems: 

i Technique and Procedure” 
ARRIVING at an effective solution to 
a business problem often isn’t an easy 
matter. This unusual book, however, ex- 
plains clearly the art of attacking, sys- 
tematically, the problems of business. 
Step by step, the author shows you how 
to analyze the problem, describes in detail 
the methods of gathering facts, and points 
out sources of authentic data. He ex- 
plains just how to develop the ability to 
think in a straight line, how to organize 
and classify your information for use in- 
telligently, how to test and interpret data, 
how to edit them, and best ways to tabu- 
late and present them. Moreover, he 
shows how to draw correct conclusions 
from the facts assembled. Illustrated. 
335 pages. Flexible binding. Net, $5. 


ly 


return them, and memorandum charge will be canceled. You 
decide only after examination. 


Shaw -books are sent on approval. Simply write us the 
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